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| MISTAKE THE NAME! 





This thought strikes us occasionally — could our name 





Addressing Machine & Equipment Co. cause readers to 


relegate our services solely to mailing departments? 


Of course, we do know that many Accountants, Comp- 
trollers and Purchasing Agents rely on us for rebuilt 


accounting, bookkeeping, billing and calculating machines. 





Would you mark that up in your memory for the next time 


Systems are being considered. 


LEDGER | 











=! Our representative will work with you in suggesting the 
this new proper business machines — subject, of course, to your 
ss own advice. Now, no priority or Government approval is 
needed to obtain our rebuilt and reconditioned machines. 
a All machines are guaranteed to look and operate like new 
ses and and are serviced Free for one year. We invite you to call 
a for the services of a Systems and Methods representative. 
> imme- 
P.S.—if you advise clients to sell surplus machines please tell us. It will be 
Nd greatly appreciated both by us and your professional colleagues. 
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| ADDRESSING MACHINE & EQUIPMENT CO. 


_ BROADWAY NEW YORK 7, N. Y. WOrth 2-5337 
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year beginning with the next issue. 
I enclose, herewith, my remittance 
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INSTANT PAYROLL 
WITHHOLDING TAX 
COMPUTER 


® A scientifically designed instrument for 
every type of business and_ industry, 
Made of attractive. durable steel and 
aluminum. No parts to get out of order, 
Perfectly balanced for accurate, speedy 
one-hand operation. Eye-level reading, 










® May be sold direct or to stationery, 
chain, department stores, ete. 


Withholding taxes figures Daily, Weekly, 
Bi-Weekly, Semi-Monthly, Monthly with 
this new, amazing INSTANT PAYROLL 
WITHHOLDING TAX COMPUTER 










Saves time... money... tem pers 
.. . Eliminates errors 
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General Foods } 
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e li fi 
payroll inde 

lot over a year, General Foods has handled a 
Htion-wide salary payroll with a National Pay- 
pl Machine system. Installed in New York 
radquarters, it has made possible the more effi- 
ent and speedy preparation, writing, and dis- 
Fibution of salary checks. 
National Payroll Machines produce a payroll 
heck showing printed figures for the gross 
mount of pay, each deduction, and net amount 
f check—the same printed data appears on a 
pmplete payroll summary and a detailed em- 
loyees’ earning record. All necessary tax figures 
fe accumulated and recorded. All entries are 
ear and legible. In addition, paper size of the 
mployees’ statement is reduced to a convenient, 

| ore easily handled unit—thus stationery savings 
fe very high. 
Installed in the same offices, National Bookkeep- 
rAccounting Machines are used in General 
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View of payroll and accounts 
receivable installation at New 


York office of General Foods. 












bnd accounting procedure with C4/aLonal 





Food’s accounts-receivable procedure. Efficiency 
has been heightened here, too. The many time- 
conserving features of National machines give 
them an advantage in speed; their simplicity 
makes it easy to train operators. Another plus— 
these machines can be used for trial balancing or 
other miscellaneous adding. 

National machines require no special system— 
they are built to fit any system in use, meeting 
the needs of individual plant practices and meth- 
ods. The National Cash Register Company, 
Dayton 9, Ohio. Offices in principal cities. 


Ign geen mene ere eat 


CASH REGISTERS + ADDING MACHINES 
* ACCOUNTING. | LEPING MACHINES 
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“He saved 


our business’ 






*‘A year ago we wanted to launch a Because he knows the fresh facts 
new product. The bill for expansion upon which sound policy depends, the 
would be steep, but we expected other cost accountant is one of management's 
sources of income to absorb many of most valued aides. 
our added costs. 

**Sam Gardiner, our cost accountant, McBee is not an accounting firm 
saved our business by advising us not... but with products and methods 
to expand. Showed cost facts, proved evolved in forty years... aids the 
that we had overrated our potential,and cost accountant by making the facts 
underrated expansion costs.” available faster. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Ave., New York 17, N.Y... Offices in principal cities 
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The Auditor’s Duty Regarding Fixed Assets 
and Capital Accounts on a First Audit 


of an Established Firm 


By Artuur W. HotMes 


N his first audit of an established 

business organization, the account- 
ant realizes that he must render an 
opinion as expert as if he had been ex- 
amining the accounts of that client for a 
number of consecutive years, or from 
the date of the inception of the business. 
Because it is his first examination of 
an established company, the account- 
ant’s responsibility is in no way les- 
sened for a proper presentation of bal- 
ance sheet condition and operating 
results. 

The rendition of an expert opinion 
for a new client who has been in exist- 
ence for a number of years presents 
problems and additional work for the 
accountant so that he may be satisfied 
not only with accounts which primarily 
are current in nature, but particularly 
with the corrections of 


(a) The fixed tangible assets, 





Artuur W. Hotmes is Associate 
Professor of Accounting in the Col- 
lege of Business Administration, of 
the University of Cincinnati. He is 
the author of Auditing: Principles 
and Procedure and other texts on ac- 
counting. He is also engaged in pri- 
vate practice and is a director of sev- 








eral corporations. 
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(b) The fixed intangible assets, and 

(c) The capital accounts of the 

business. 

The audit procedures for the remain- 
ing accounts—the majority of which 
are of a current nature—are not mate- 
rially affected by the fact that this is 
a first examination of an established 
company; this is true due to the fact 
that opening balances may be verified, 
and current transactions examined to 
determine the results of operations for 
the period and account balances at the 
end of the year. 


The Fixed Tangible Assets 


The problems of the accountant with 
respect to fixed tangible assets in his 
first examination of an established firm 
may be classified (1) as those pertain- 
ing to the accuracy of the gross carry- 
ing value of each asset and (2) as those 
pertaining to the accuracy and reason- 
ableness of the net carrying value of 
each asset. 

The accuracy of the gross carrying 
value of each asset is dependent upon 
the correctness of original cost—or 
other acquisition—figures, the accuracy 
of the distinction between capital and 
revenue expenditures as fixed tangible 
assets are acquired, and the accuracy of 
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charging off fixed tangible assets which 
have been disposed of or fully depre- 
ciated. 

The accuracy of the net carrying 
value is dependent upon the accuracy 
of the gross carrying value minus the 
depreciation charged off and the accu- 
racy of the charge-off of fully depre- 
ciated fixed tangible assets and those 
disposed of by sale or other methods. 
The determination of the accuracy of 
past accounting for gross and net carry- 
ing value of fixed tangible assets is the 
primary responsibility charged to the 
auditor on a first examination of an es- 
tablished company. 

In a first audit, the accountant must 
display good judgment and discretion 
with respect to the extent of the 
analyses to be made in order to estab- 
lish the accuracy of the asset values— 
gross and net—at the date of the cur- 
rent balance sheet. To indicate that 
each fixed tangible asset account must 
be completely analyzed from the incep- 
tion of the business would be not only 
ridiculous, but in many instances im- 
possible. A general and inflexible rule 
cannot be formulated for fixed tangible 
asset procedure on a first audit. The 
procedure for each asset is suggested 
in the following sub-sections of this 
section. 


Land 

The accountant is charged with the 
responsibility of satisfying himself con- 
cerning the ownership of the land and 
with the responsibility of determining 
the method of acquisition and the rea- 
sonableness and accuracy of the carry- 
ing value of the land. Ona first audit, 
the accountant should request and ob- 
tain a confirmation of ownership from 
the client’s attorney or from the title 
guaranty company. This confirmation, 
when obtained, should become a part of 
the accountant’s permanent file for that 
client. In lieu of requesting an owner- 
ship confirmation, deeds and guaranty 
policies may be examined; also, tax 
bills prepared in the name of the owner 
may be examined as evidence of own- 
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ership. After determining the owner- 
ship of the land, on a first audit, the 
process requires no repetition in subse- 
quent engagements, unless additional 
land is acquired. 

In an initial audit, freedom from or 
the existence of mortgages on land 
must be determined, as well as existing 
judgments, taxes in arrears, and other 
liens. The confirmation obtained from 
the company attorney or title guaranty 
company should include the existence 
of mortgages and other liens. Mort- 
gages and other liens should be set 
forth separately in the balance sheet, 
and should not be shown as deductions 
from land values. 

Preferably, land should be carried at 
cost if it originally was acquired by 
purchase. The accountant — should 
examine the original purchase contract, 
assuming that it still is available. If 
available, the minutes of the board of 
directors authorizing the purchase and 
the cancelled checks given in payment 
should be examined. Excerpts from 
these documents and records should 
become a part of the accountant’s per- 
manent file. It may happen that none 
of these records are available after the 
expiration of years, in which event the 
accountant must be satisfied with the 
continued carrying value over the 
vears, at a constant figure. ; 

If land originally was acquired by 
purchase at a price far below current 
replacement cost, it may be that after 
the expiration of years an upward ap- 
praisal of the land was justifiable. In 
such an event, the accountant should 
examine the appraisal report and sat- 
isfy himself with respect to its features, 
examine the minute book of the board 
of directors for the acceptance of the 
appraisal and examine the authoriza- 
tion to increase the value above cost, 
examine the capital reserve account 
credited at the time of the appraisal, 
and examine the disposition—if any — 
of the capital reserve account. 

If land was acquired by gift, it should 
be valued at its appraised amount, 
which should bear the approval of the 
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The Auditor's Duty Regarding Fixed Assets and Capital Accounts 


board of directors, and it should be 
set up in the accounts only after all the 
requirements of the donor have been 
fulfilled. When land was acquired by 
sift, the auditor must feel certain that 
the appraisal was reasonable and that 
the client has free title to the property, 
not only so far as public records are 
concerned but also with respect to the 
requirements of the donor. 


If land was acquired and paid for in 
the capital stock of the corporation, the 
land may be capitalized at the par value 
of the capital stock given in payment, or 
at the fair market value of the capital 
stock so given. Capitalization at the 
fair market value of the stock usually 
results in the more conservative valua- 
tion of the land; however, the decision 
of the board of directors will prevail, 
and the accountant is justified in ac- 
cepting the reasonable conclusion of 
that body. 

On an initial examination, the audi- 
tor’s working papers for land should 
contain not only an analysis of the land 
account from the inception of the busi- 
ness (if this is possible and reasonable) 
but also full notes concerning the 
methods of acquisition, excerpts of 
deeds, excerpts of title guaranty polli- 
cies, excerpts of minutes for purchase 
authorizations and appraisals, owner- 
ship confirmations, registration dates, 
notations of mortgages and their can- 
cellation, and sketches of the plot or 
plots. 


Buildings 

On a first audit, the accountant 
should examine the authorizations for 
the purchase and/or construction of the 
buildings. He should obtain and exam- 
ine all contracts, purchase orders, and 
vouchers, and he must vouch all pay- 
ments made for the purchase or con- 
struction of the buildings for as many 
past years as necessary to verify the 
cost of the structures. Normally, build- 
ings are not so old in the hands of the 
present owner, as to render this pro- 
cedure impossible. If purchase price 
or construction costs have exceeded the 
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amount of the authorization of the 
board of directors, approval for the 
excess cost should be called for and 
received. 


Improvement of buildings and addi- 
tions to them should be added to the 
cost of the buildings ; extraordinary re- 
pairs and replacements should be 
charged to the reserve for depreciation ; 
and ordinary repairs and replacements 
should be charged to current operating 
expense. Therefore, the accountant 
must examine expense accounts for 
past years to determine the accuracy 
and reasonableness of the distinction 
made between capital and revenue ex- 
penditures ; in addition, he must exam- 
ine the building accounts to determine 
that items properly chargeable to ex- 
pense were not capitalized. This review 
will involve the examination of archi- 
tects’ estimates, contracts, purchase or- 
ders, and purchase invoices. The re- 
ports of the United States Treasury 
Department frequently will reflect light 
on the acceptance or rejection of ex- 
pense charges which should have been 
capitalized. 


By analyzing the buildings account 
and by following the suggestions of the 
two preceding paragraphs, the reason- 
able gross cost of the buildings may 
be determined. 


The reserve for depreciation of the 
buildings should be analyzed from the 
inception of the business, or at least as 
far back as records are available, in 
order to determine the accuracy of the 
total balance in the account. Approval 
by the Treasury Department of past 
years’ federal income tax returns will 
serve as a guide to the reasonableness 
at the top level of past annual deprecia- 
tion. 

While analyzing the reserve for 
building depreciation, charges to the 
reserve should be particularly exam- 
ined to determine the propriety of and 
the reason for the charge. Charges 
normally result from the disposition of 
a building by sale or trade, its full de- 
preciation, abandonment, destruction 
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by fire, or from adjustments for im- 
proper credits of preceding years. 

In a first audit it is necessary to 
determine those buildings owned but 
used for other than business purposes ; 
these should be removed from the fixed 
tangible asset classification and shown 
as investments or other assets in the 
balance sheet. 


Buildings should be valued at cost 
minus the accumulated reserve for de- 
preciation, or if this is not possible and 
reasonable, at appraisal value minus the 
accumulated reserve for depreciation. 
In a first audit, the accountant must 
examine all appraisal reports, the ac- 
tions of the board of directors with re- 
spect to the appraisal, and the method 
of treating depreciation on the ap- 
praisal, both for account record pur- 
poses, and for income tax purposes. 
Liability accounts should be examined 
for evidences of liens on buildings. 


The working papers on a first audit 
of buildings should be full, of course, 
and should contain, in addition to the 
customary analyses prepared in a re- 
peat engagement, such data as: excerpts 
of authority to purchase, construct, and 
dispose of buildings; the verification 
of ownership; if purchased, the ascer- 
tainment of cost; if constructed, ascer- 
tainment that cost was properly com- 
puted; full notes on purchase orders 
and vouchers connected with the pur- 
chase of buildings; an opinion state- 
ment of the propriety of the distinction 
between capital and revenue expendi- 
tures; an analysis of the cost of addi- 
tions and improvements; notes on ex- 
amination of real property tax reports 
to ascertain that taxes were paid ; com- 
putations of profits or losses on the sale 
of buildings and the reflection of the 
profits or losses in the statements of 
profit and loss and federal income tax 
returns; computations determining the 
correctness of annual amortization if 
buildings were erected on leased land. 


Machinery and Equipment 
In an initial audit of machinery and 
factory equipment, the first step should 
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be a trip through the factory, learning 
the names and functions of the machin- 


ery and equipment. If a machinery 
list exists, or if it is possible to trans- 
port subsidiary machinery records 
through the factory, this should be 
done, and the machinery should be 
checked with the list or the subsidiary 
ledger accounts in order to become fa- 
miliar with the machines and _ their 
records, and in order to determine 
record omission of machines in the 
factory. 

In many engagements, due to the 
large number of machines, it is inad- 
visable to attempt to vouch all machin- 
ery purchases, but sufficient tests should 
be made to satisfy the auditor that all 
machines present are in the records at 
their proper acquisition figure. During 
an examination of machinery acquisi- 
tions of past periods, the accountant 
should exercise care to determine the 
disposition of such charges as transpor- 
tation charges on purchased machines, 
installation costs, reinstallation ex- 
penses, and the costs of constructing 
machines for company use. The point 
of this section of the examination is to 
be certain that only proper items for 
capitalization are included in the ac- 
counts, and that the accounts contain 
all charges that should be capitalized. 
The deductions made from the accounts 
in past periods should be tested suffi- 
ciently to convince the auditor that they 
were properly made; if any such credits 
are improper, the accountant should 
prepare the necessary adjustments. 
Ordinary repairs and_ replacements 
should be charged to expense, and the 
accountant must ascertain that they 
have been so treated in past periods; 
extraordinary repairs and replacements 
should be charged to the reserve for 
depreciation if the life of the asset is 
thereby prolonged beyond the original 
estimate of life. 

Subsidiary machinery account rec- 
ords should be reconciled with the con- 
trolling account at the beginning of the 
current period. Thus, having recon- 
ciled as of the beginning of the period 
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The Auditor's Duty 


and having performed sufficient vouch- 
ing of machinery se J praia and dis- 
positions of past per! ods, the accountant 
should proceed to ani ilyze the machin- 
ery account for the year under audit; to 
jo this, he should examine acquisition 
authorizations, and vouch machinery 
purchase orders, vendors’ invoices into 
account in accordance 
applicable to a re- 


the machinery 
with the procedure 
eat engagemen 

The reserve for depreciation of ma- 
chinery and equipment should be ana- 
zed for several consecutive past years, 
f the United States Treas- 
ury Department should be examined to 
ascertain acceptance or rejection of the 
gir ition prov isions of the company. 
In addition, on a first audit, the ac- 
countant should determine if his client 
has taken advantage of the maximum 
depreciation possible in accordance 
with Treasury Department bulletin 
suggestions and in accordance with 
usage of the machinery. The depre- 
ciation policy should be consistent from 
year to year and the rates should be 
established in order to provide for 
obsolescence and inadequacy, in addi- 
tion to normal wear. Provisions of 
past years should be thoroughly tested, 
and the general adequacy of the past 
annual provisions may be judged by 
reviewing the gains or losses upon dis- 
position and retirement. When review- 
ing the reserve for depreciation, it 
should be borne in mind that charges 
to the reserve should appear only for 
corrections, dispositions, retirements, 
and extraordinary repairs and replace- 
ments. 


and reports o 


It is generally accepted that machin- 
ery should be valued at cost minus ac- 
cumulated depreciation; therefore, the 
accountant must be particularly careful 
to ascertain that cost has not been over- 
stated or understated in past periods. 
These remarks apply particularly to 
machines and equipment constructed 
for company use, where manufacturing 
overhead may or may not have been 
added to material and direct labor cost. 

T ‘a working papers prepared for 
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Regarding Fixcd Assets and Capital Accounts 


machinery and equipment on a first 

audit should contain, in addition to the 

customary current analyses, answers to 
the following questions: 

1. At what values are machinery 
and equipment carried? Cost? 
Appraisal? Cost minus depre- 
ciation reserves 

2. Are all additions and deductions 
properly authorized : 

3. Does idle machinery exist? 

4. What method of depreciation is 

employed ? 

Are reserves used or is deprecia- 

tion credited directly to the asset ? 

6. Are depreciation reserves ade- 

quate ? 

Are depreciation reserves prop- 

erly charged when machinery is 

sold, scrapped, er otherwise re- 
tired? 

8. Is there a tendency to charge in- 
expensive machines to expense, 
at purchase? 

9. Have depreciation rates been ac- 
cepted by the United States 
Treasury Department? 


wal 
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Perishable Tools 

During a first audit of the perishable 
tools account, the accountant should be 
particularly careful to ascertain that 
tools—useful for more than one year— 
are not charged to expense at the time 
of purchase. There has been a tend- 
ency to purchase tools heavily in profit- 
able years, charge them to expense at 
purchase, and then absorb them phys- 
ically over succeeding years. The ac- 
countant should ascertain if an annual 
tool inventory has been taken, priced, 
and reflected in the asset account for 
perishable tools. 

If tool purchases are not large and 
if they have been charged to expense at 
purchase, and if tool purchases have 
been fairly constant in dollar volume 
from year to year, and if the omission 
of a tool inventory has no significant 
effect upon the assets or the expenses, 
there could be no objection to charging 
perishable tools directly to expense at 
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acquisition, if the practice was consist- 
ently followed from year to year. 

A reserve for depreciation may or 
may not be maintained for perishable 
tools: this is a matter of individual 
company policy. If a reserve for de- 
preciation exists, the accountant should 
analyze the reserve for a sufficient num- 
ber of past years to satisfy himself of 
the accuracy and reasonableness of the 
reserve balance and the propriety of 
entering charges and credits in the 
account. 

In summary, it may be said that the 
principal points in a first audit of the 
tools account are to determine company 
policy with respect to capitalization and 
expense, and to determine the accuracy 
of tool account balances at the begin- 
ning of the year under examination in 
terms of the relationship of the account 
balance to a physical inventory. From 
this point forward, the audit procedure 
would not vary from that of a repeat 
engagement. 

Other Fixed Tangible Assets 

The initial audit procedures for the 
remaining fixed tangible assets do not 
vary from the initial procedures indi- 
cated for machinery and equipment. 
Delivery equipment may be replaced 
more frequently than any other class of 
fixed tangible assets, tools excepted; 
therefore, on a first audit, it is particu- 
larly necessary to verify the accuracy 
of the entries made in past years upon 
the trade-in of old equipment for new, 
not only from the point of view of cor- 
rect accounting procedure but also from 
the point of view of the accuracy of 
complying with federal income tax 
regulations. 

In order generally to summarize the 
accountant’s duties on a first audit of 
fixed tangible assets, the following pro- 
cedures may be outlined for years pre- 
ceding the year of current examination: 

1. Determine the cost of acquisition, 

or other original capitalization 
figure. 

2. Completely vouch or test-check 

additions, verifying cost or ap- 
praisal. 
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3. Completely vouch or test-check 
deductions. 


4. Completely verify all fixed asset 
dispositions. 

5. Examine depreciation reserve 

charges and credits. 


The Fixed Intangible Assets 


On a first audit of fixed intangible 
assets, the principal problem is one of 
determining the valuation originally 
and subsequently applied to these items 
in order to bring them into the ac- 
counts. There can be no debate of the 
statement that intangible values become 
recorded in the accounts by many 
means other than by purchase—a state- 
ment not generally applicable to fixed 
tangible assets. In addition, it also is 
true that intangible values frequently 
are changed after acquisition, and in 
many cases these changed values have 
resulted from whim rather than from 
reason. In connection with a first audit, 
one of the objectives of the accountant 
should be the promotion of sound and 
acceptable practices in the valuation of 
fixed intangible assets. 

As a result of this primary objective, 
in an initial engagement it is desirable 
and necessary to analyze the accounts 
and verify all transactions back to the 
inception of each fixed intangible asset 
account in order to determine the cash 
or other value of the asset at the time 
of account creation, and in order to de- 
termine subsequent additions and 
amortizations, so that values may be 
expressed properly at the balance sheet 
audit date. 

In connection with the verification 
of the origin of all intangible assets, 
care must be exercised to be certain 
that the accounts were legitimately 
created. No fixed intangible asset ac- 
count should be the capitalized result 
of former operating losses, credits to 
capital accounts arising from the dispo- 
sition of donated capital stock origi- 
nally issued for an intangible asset, the 
charge-off of unpaid capital stock sub- 
scriptions, or the capitalization of cor- 
porate organization expenses. Accounts 
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with intangible assets have been known 
to serve as hiding places for expenses, 
r the creation or inflation of values 
that should not appear in the balance 


or fi 


sheet. 

Whether the values of fixed intangi- 
ble assets are large or small, absolutely, 
or compared with fixed tangible assets, 
the auditor should be exacting in his 
determination of original source, the 
conditions under which the intangible 
assets were brought into the accounts, 
the original costs, appraisals, and the 
provision for amortization if amortiza- 
tion is desirable or necessary. In many 
instances involving fixed intangible 
assets, it is difficult to assign a value to 
them, especially when that value is in 
excess of cost. 

It might be mentioned at this point 
that the Securities and Exchange Com- 
mission requests the opinion of the ac- 
countant concerning the source and the 
reasonableness of the values of fixed 
intangible assets. In addition, the 
Commission insists upon the assign- 
ment of reasonable values to intangible 
assets. In the registration statements, 
intangible asset values must be given 
full disclosure in order to attempt to 
avoid a reflection of inflated asset and 
capital values in the balance sheet. 

In addition to verifying source, cost, 
appraisal, and amortization of fixed in- 
tangible assets, the advisory duties of 
the accountant for this class of asset 
covers a wide field. The accountant 
must remember that the present and 
future interests of present and future 
owners must be protected and, conse- 
quently, if intangible fixed assets are 
not soundly treated, invested capital 
may be jeopardized. For all fixed in- 
tangible assets except goodwill, docu- 
mentary evidence of cost, appraisal, 
etc., should be available for the auditor. 

The working papers for fixed in- 
tangible assets should start with the 
creation of each intangible asset ac- 
count, and should detail each charge 
and each credit, both for dates and 
amount and the reasons for the entries. 
The reasons for the charges and credits 
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should be fully annotated and reference 
made to the original documentary evi- 
dence of the client. Ownership must 
be verified and all documents must be 
read, and understood. Vouchers and 
all other evidence of transactions giving 
rise to account charges must be fully 
examined and the entries traced to the 
accounts. Verification must be made 
of the amount and correctness of and 
the authority for all entries reducing 
fixed intangible asset accounts, from 
their inception, and the accountant 
must determine that the debit was cor- 
rect when an intangible asset account 
was credited. 

When fixed intangible assets are car- 
ried at other than cost figures, the ac- 
countant must consult company officials 
to assist in his determination of proper 
and reasonable valuations. 

The initial audit procedures for a few 
typical fixed intangible assets are pre- 
sented in the following sub-sections. 


Patents 

In the first audit of patents, the 
patent letters issued by the United 
States Patent Office should be read and 
excerpts of importance taken from 
them. If the accountant is in doubt as 
to whether a patent is owned or leased, 
he should request a confirmation from 
the attorney of the client. Vouchers 
and other evidence proving original 
cost should be examined and traced to 
the patents account. If patents were 
developed by the client, all research 
costs, experimental expenses, legal fees, 
patent fees, and other development 
costs should be audited in reasonable 
detail to determine the legitimacy and 
correctness of the capitalization of the 
expense outlays. Development ex- 
penses which did not result in the ac- 
quisition of a patent should not appear 
in the asset account. 

A patent always is a questionable 
asset until it has been subjected to a 
lawsuit brought by someone honestly 
interested in establishing his priority. 
Therefore, the accountant should pre- 
pare full notes in his working papers 
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of all lawsuits and their results. 
Amounts spent in infringement suits in 
title defense may be added to the 
patents account, if desired, providing 
the suit has been won. 

Patents should be amortized over the 
shorter of their legal life or their ex- 
pected productivity. It is always ad- 
visable to conservatively estimate the 
expected productive life, and in a first 
audit the accountant must discuss these 
productive possibilities with the client. 
Patents which are not productive of 
income either because they were pur- 
chased and placed on an inactive status 
or because there was no demand for the 
product manufactured under _ the 
patent, should be charged out of the 
accounts. 

The patents account should be 
analyzed in detail back to the oldest 
patent remaining in the account. Every 
debit in the account should be tied in 
with the cost of one of the patents, and 
charges not allowable to a_ specific 
patent should be removed from the ac- 
count. It may happen that a produc- 
tive patent has been appreciated in 
value in the account, with an offsetting 
credit to a surplus account, other than 
earned surplus. If the productivity of 
the patent was such that the appraisal 
met with the approval of the account- 
ant, the balance sheet should be anno- 
tated, explaining the situation. After 
analyzing the patents account for all 
past periods, the audit for the current 
year should proceed in the customary 
manner. 


Good Will 

In a first audit of good will, the 
major problems are the determination 
of the basis for the existence of a good 
will account, and the analysis of its 
valuation. The creation and the valua- 
tion of the good will should be com- 
pletely detailed on the accountant’s 
working papers. The accountant should 
bear in mind that good will has no value 
in the event of liquidation, and that 
therefore it should appear in the ac- 
counts at no greater amount than the 
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price paid for it upon the acquisition of 
a business for cash, capital stock, or 
other valuable consideration. The 
price paid for good will normally repre- 
sents the excess of the purchase price 
over the net worth of an acquired com- 
pany. If the good will account arose 
from a merger of several companies of 
different earning power, it would not 
be necessary to show a good will ac- 
count if capital stock of no-par value 
was used in the financing. 

All accountants agree that good will 
should not appear as an asset unless it 
was purchased in the acquisition of a 
business, or unless it resulted from a 
merger. All accountants do not agree 
to the amortization or non-amortization 
of good will; this is a matter of personal 
opinion. Good will fluctuates in value 
from year to year, just as fixed tangible 
assets fluctuate in market value. Unless 
the good will has been lost or has per- 
manently declined in value, it need not 
be amortized. If the desire is to amor- 
tize the account, the amortization 
should be on an inflexible basis, with 
the offsetting charge being made to the 
earned surplus account. 


Other Fixed Intangible Assets 

The duties of the accountant in a 
first audit of trade-marks, copyrights, 
and franchises do not differ from his 
duties as explained for patents and 
good will. Trade-marks usually are 
registered, and because they have no 
maximum legal life, it is not mandatory 
to amortize them providing they are 
productively employed. If trade-marks 
are not in active use, they should be 
charged off, or reduced to a nominal 
amount. The accountant must exercise 
care to ascertain that trade-mark values 
have not been inflated and transferred 
to a good will account, and he must 
read and extract notes from the regis- 
tration letters and from the corre- 
spondence with the client’s attorney. 

Copyrights should not appear in the 
accounts in excess of cost, and they 
should be amortized rapidly. The best 
procedure is to ascertain that the cost 
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of the copyright has been charged to 
the first production of the copyrighted 
item. 

In a first audit of franchises, the ac- 
countant must investigate the fran- 
chises to familiarize himself with the 
terms of the grant, including such fea- 
tures as restrictions imposed, fees, 
rentals, the right of the grantor to as- 
sume operations in the event of speci- 
fied contingencies, revocable features, 
rate clauses, service clauses, and main- 
tenance provisions. The auditor must 
examine the franchise accounts to 
ascertain that they have been carried 
at cost less proper amortization if the 
franchises were acquired by purchase. 
If the franchises were acquired with- 
out cost, no values should appear in the 
account, and rentals should appear as 
operating expenses. The auditor must 
determine the adequacy or inadequacy 
of periodic amortization charges for 
franchises of limited life and for fran- 
chises containing revocable clauses. 
After this preliminary work, the audit 
would proceed along the pattern of a 
repeat engagement. 


The Capital Accounts 


The capital accounts refer to all capi- 
tal stock accounts, surplus accounts, 
surplus reserve accounts, and if the 
client is other than a corporation, to 
the permanent capital and drawing ac- 
counts of the proprietors. 

In an initial engagement, the ac- 
countant must familiarize himself with, 
and ascertain that the client has adhered 
to, the legal requirements of the state 
of incorporation relative to such mat- 
ters as incorporation procedure, secur- 
ities qualification, the issuance of capital 
stock at a discount, the minimum 
amount per share for which no-par 
value capital stock may be issued, regu- 
lations pertaining to the acquisition or 
non-acquisition of treasury stock, the 
maintenance of stockholders’ records, 
requirements for minimum paid-in 
capital, laws concerning capital stock 
dividends, and other requirements of 
the state and its political subdivisions. 
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Capital Stock 

In a first audit of a corporation, the 
accountant must examine the certificate 
of incorporation, and any amendatory 
certificates, noting all matters affecting 
the accounting and the audit, such as 
the precise names of the classes of capi- 
tal stock, the number of authorized 
shares of each class, the par value per 
share of each class, the callable features 
of each class, and dividend specifica- 
tions. 

The minute book of the board of di- 
rectors and the corporate code of regu- 
lations should be read and notes made 
to determine corporate policies and 
activities concerning: authorized in- 
creases, retirements, new issues of cap- 
ital stock, the creation of reserves, the 
retirement of reserves, dividend actions, 
cumulative and participating features 
of preferred stock, redemption fund 
provisions, callable features, and other 
priorities of preferred stock in the event 
of dissolution. The authorizations of 
the board of directors must be exam- 
ined to ascertain that the proceeds of 
capital stock sales were applied in con- 
formity with the authorizations if re- 
strictive stipulations were inserted at 
the time of issuance. 

Each capital stock account must be 
analyzed from the beginning of the 
business in order to determine the cor- 
rectness of the balance at the beginning 
of the year under examination. This 
means that the examination shall cover 
all increases in capital stock and the 
verification of the offsetting debit, and 
all decreases in capital stock and the 
verification of the offsetting credit. All 
journal entries opening capital stock 
accounts should be reviewed to ascer- 
tain that they are correct and that they 
result in the proper reflection of capital 
stock in the balance sheet. 

The treatment accorded premiums 
and discounts on the sale of original 
capital stock issues must be examined. 
If capital stock has been issued at a 
discount, and had not been fully paid 
at a subsequent date but was described 
as fully paid, the accountant must be 
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certain that there was no violation of a 
state law. If capital stock was issued 
at a premium or at a discount, the bal- 
ance sheet should show these facts un- 
less the premiums and discounts were 
written off to a surplus account by au- 
thorization of the board of directors. 

Subscription agreements should be 
inspected, and when the subscriptions 
account was credited the offsetting 
charge must be traced to be certain that 
subscriptions were not written off with- 
out the receipt of payment. Directors 
may become personally liable for au- 
thorizing the cancellation of unpaid 
subscriptions. Subscriptions in arrears 
should be investigated and comments 
prepared. 

The audit then will proceed in the 
usual manner for a current examina- 
tion. 

If the capital stock is of no-par value, 
the accountant must examine the rec- 
ords to determine the consistency of 
carrying the capital stock at (1) the 
amount of the consideration received 
for it, (2) its stated or declared value, 
or (3) no value. If (2) or (3) repre- 
sents the method followed, the account- 
ant must ascertain that the proper sur- 
plus — paid-in surplus — was credited. 
The laws of certain states stipulate a 
minimum issuing price per share for 
capital stock of no-par value. When 
laws of this type exist, the auditor must 
verify the records to determine that the 
amounts credited to the no-par value 
capital stock account have not fallen 
below the required minimum. 


Earned Surplus 

Earned surplus should be analyzed, 
if reasonable, from the inception of the 
account. The auditor must ascertain 
that entries in the earned surplus ac- 
count properly belong there and not in 
other accounts, particularly other sur- 
plus accounts. The sources of the 
earned surplus account should not only 
be analyzed on the working papers, but 
full notes concerning the account should 
be made. ‘The propriety of the sources 
must be above question, and, for exam- 
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ple, should not be the result of reduc- 
tions in the par value of capital stock, 
or intangible and tangible asset appre- 
ciation. Charges to earned surplus of 
past years should be properly supported 
by action of the board of directors for 
such items as dividends and surplus 
reserve creations. The propriety of 
earned surplus can be ascertained only 
if it is proven that surplus reserves have 
been accounted for properly in past 
years; this involves an examination of 
all earned surplus reserves. 
Capital Surplus 

The capital surplus account should 
be analyzed from the inception of the 
business, and all charges and credits 
should be fully explained in the work- 
ing papers. All reasons for charges 
and credits to the account made in past 
years should be fully understood, and 
their propriety and accuracy approved. 

The auditor must be familiar with 
the laws of the state of incorporation to 
ascertain the permissibility of record- 
ing in the capital surplus account such 
transactions as the payment of divi- 
dends and particularly the payment of 
dividends if the earned surplus account 
is not sufficiently large to cover the 
dividend. 
Paid-in Surplus 

The paid-in surplus account should 
be analyzed from the beginning of the 
business, and it should contain only 
transactions connected with the capital 
stock of the issuing corporation. The 
accountant should watch particularly to 
determine and understand the source 
of the account and to determine that 
the account was not used to absorb 
losses of early years of operation. The 
accountant inust remember that the 
paid-in surplus account represents orig- 
inally invested capital. A!I entries at- 
fecting the account should bear the ap- 
proval of the board of directors. Many 
states do not prohibit dividends--cash 
or stock—from paid-in surplus, and 
consequently the accountant must verify 
the legality of the use of the account. 
After an earned surplus account has 
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been accumulated, the paid-in surplus 
account may be transferred to earned 
surplus, but if this action was taken the 
yard of directors should have reserved 
a portion of earned surplus equal to the 
paid-in surplus so transferred. 


Donated Surplus 


Donated surplus, like paid-in surplus, 
constitutes a part of the invested cap- 
ital, and should not be made available 
for dividends unless it was specifically 
donated for that purpose. The donated 
surplus account must be analyzed from 
the beginning of the business. The ac- 
countant must verify the sources of the 
donated surplus account, must under- 
stand the terms and conditions of the 
donation, and comment upon donations 
when donated assets were overvalued. 
If treasury stock donations were cred- 
ited to the donated surplus account, the 
account should be charged if the dona- 
ted treasury stock later was sold at a 
discount. 

The auditor must examine the rec- 
ords for exchanges of capital stock for 
assets, with a portion of the same cap- 
ital stock being donated back to the 
corporation. Obviously the assets were 
acquired at inflated values, and the as- 
sets should be devalued in accordance 
with the reasonable value of the stock 
donated back to the corporation. 


Reappraisal Surplus 

Reappraisal surplus should be ana- 
lyzed from the inception of the busi- 
ness, and all sources of the account 
should be verified. The initial audit 
of this account usually is made in con- 
nection with the examination of the 
assets which gave rise to the reappraisal 
surplus account; however, a few re- 
marks are presented at this point. 

In connection with the first audit of 
the account, the auditor must ascertain 
that depreciation expense has _ been 
computed on the cost of the assets and 
that the reappraisal surplus account 
has been charged with the amount of 
the depreciation on the appreciation, or 
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that depreciation has been based on 
gross appraisal value and the reserve 
for depreciation credited in full, in 
which case a transfer entry would be 
made transferring from reappraisal 
surplus to earned surplus an amount 
equal to the depreciation on the appre- 
ciation. The accountant’s working pa- 
pers should contain full explanations of 
the sources and uses of the account, 
and he should remember that appraisals 
of depreciable assets reflected in the ac- 
count must be completely eliminated 
upon the disposition or full depreciation 
of the appreciated assets. 


Surplus Reserves 

All surplus reserve accounts should 
be analyzed from the inception of the 
accounts. The auditor must ascertain 
the authority for the creation of each 
such reserve. He should then deter- 
mine the purpose for which the reserve 
was created and ascertain whether the 
creation was voluntary or involuntary. 
If the creation of the reserve was 
obligatory, the necessary contracts and 
agreements must be examined to deter- 
mine that the provisions thereof have 
been followed and that the reserves are 
of proper amount. The reason for the 
creation of any surplus reserve must 
still exist at the time of audit, regard- 
less of whether the reserve was volun- 
tarily or involuntarily created. If the 
reasons for the amount of any particu- 
lar reserve are not clear, the amount of 
the reserve and the reasons for its 
existence should be discussed with the 
client in order to clarify the financial 
statements and the audit report. 


Partnership Capital 

In the initial audit of a partnership, 
the auditor must read and extract notes 
from the articles of copartnership for 
such items as capital contributions, 
salaries, interest credits on capital, in- 
terest charges on drawings, the profit 
and loss sharing ratio, dissolution ar- 
rangements, and all other matters of 
importance. He must be certain that 
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past violations of the partnership agree- 
ment do not exist at the time of the 
first audit. 

Each capital and drawing account 
must be analyzed from its inception, or, 
if this is unreasonable, for a number of 
past years sufficient to result in accu- 


racy of balance at the beginning of the 
year of examination. li dissolutions 
have taken place in the past, followed 
by the formation of a new partnership, 
the accuracy of the dissolutions should 
be verified in order to avoid future com- 
plications. 


Bookkeeping Records in Venezuela 


Venezuela is quite a country, especially from an accounting point of view. 

Each book of account must be a bound book; each page of the book must be stamped 
with an official stamp; and on the first page the bookkeeper (“Accountant” down here) must 
write the use of the book and the date it was acquired. No entries can be made in the book 


dated prior to its acquisition. 


The two legally required books are a “Diario” (Journal), and a “Major” (General 
Ledger). It is illegal to make any alterations or erasures in either of these books. Every- 
thing including Cash must be entered through the “Diario”, though a “Caja” (Cash Book) 
is usually kept and the Cash summary is journalized at the end of the month. 

The severe prohibition against alterations leads to some very peculiar adjustments such 
as entries without a source, or purposely-created errors to compensate for prior errors. 

The conduct of the books is covered by the Commercial Code and is very strict since 
in case of a question as to the owing of a debt, etc., the books constitute legal proof unless 


specifically proven wrong. 


All bookkeepers are known as “Accountants”. 


born in Venezuela. 
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Professional accounting is just being 


Cuartes M. Hecurt, C.P.A., 
of Charles Hecht & Co. 
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Some Fundamentals of System Design 
By H. K. Marks, C.P.A. 


Opportunities in Systems and Pro- 
cedures Work 


oman are presented with a 
unique opportunity in the field of 
systems and procedures design. This 
specialization falls peculiarly within 
the scope of the accountant’s activities, 
and rightfully belongs in the hands of 
men who are bound by a code of pro- 
fessional ethics and practices. 

Never before has American business 
been so in need of competent advisers 
in this field. Because of the unusual 
demands made by the war, numerous 
requirements of government regulatory 
bodies, and a myriad of other reasons 
connected with mass production of war- 
time products, systems in manufac- 
turing and commercial businesses were 
so altered, remodeled and designed as 
to bear no proper resemblance to the 
methods which should be employed in 
peace-time operations. Moreover, busi- 
nesses which remained dormant during 
the war because of their non-essential 
character, scarcity of materials and 
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other reasons, are now springing to 
life under new and changed economic 
conditions. This is a _ tremendous 
challenge to the accountant’s ingenuity, 
a test of his adaptability to changing 
circumstances. 

System design requires a thorough 
basic knowledge not only of account- 
ing precepts, but also of the tools with 
which the administrative personnel of 
all businesses must work for maximum 
efficiency. Strangely enough, in the 
past, very few accountants have seen 
fit to specialize in this important phase 
of professional activity and have left 
most of this work to non-professionals. 
The field, therefore, is far from over- 
crowded and provides one of the most 
advantageous fields of endeavor to the 
returning veteran with excellent oppor- 
tunities for remunerative return. 


Approach to the Subject 


Unfortunately, there is no really 
comprehensive bibliography on the sub- 
ject of systems and procedures. Some 
few organizations have attempted to 
form study groups to explore the field. 
In most cases, discussions have followed 
the “illustrative case” pattern, whereby 
people who are engaged in every-day 
system design, describe the routine and 
method under which a particular opera- 
tion, such as billing or purchasing, is 
performed. While this form of study 
may be interesting, there is grave 
doubt in my mind that it provides any 
real benefit to the systems student. No 
system, however perfect, may be trans- 
ferred lock, stock and barrel from one 
company to another, since the elements 
of system design are such that the re- 
quirements of no two companies can be 
precisely alike. 

In this discussion, I have sought to 
approach the subject from a different 
point of view, that of resolving a sys- 
tem into its three essential elements in 


615 





the light of results which it is designed 
to achieve. These basic elements may 
be classified as follows: 

1. The methods of recording busi- 
ness transactions with maximum 
efficiency. 

2. The methods instituted in order 
properly to control and protect 
the company assets. 

3. The methods instituted for the 
purpose of reporting to manage- 
ment in the form of Profit and 
Loss Statements, Balance Sheets 
and other statistics, and the inter- 
pretation of these reports. 


Accounting Systems 

What is an accounting system? It 
may be said that accounting itself deals 
with the systematic recording and in- 
terpretation of business transactions and 
that the techniques used in recording 
business transactions are known as 
bookkeeping, whether single entry or 
double entry. 

But the concept of systems and pro- 
cedures contemplates a much broader 
field encompassing not only the result 
but, particularly, the method by which 
it is achieved. In the design of a 
tem it is important that we always bear 
in mind the three distinct elements, 
enumerated above. 

Individual treatment will, of course, 
vary with: 

1. The 

the 

2. The location of the various plants, 

branch offices and other material 

factors, and 


sys- 


volume of transactions in 


company, 


3. The extent of the detail required. 
If an over-simplified summary can be 
justified for the purpose of clarity, 
accounting svstems may be said to em- 
brace four basic functional operations : 
1. Cash receipts. 
2. Cash disbursements. 
2 Sa Sere " = a " a 
3. Purchases of merchandise or ser- 
vices. 
4. Sales or other income-producing 
activities. 
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Numerous related records are cre- 
ated in the system design which will be 
discussed at the appropriate time, but 
basically, these four functions consti- 
tute the major problems with which 
system design is concerned. 


Systems of Recording 


At the outset, it would be well to 
consider the general nature of record- 
ing problems. 

Fundamentally, double entry book- 
keeping employs only two basic records: 

1. Books of original entry, called 

journals. 

2. Books of secondary entry, called 

ledgers. 


Actually, the problem of recording 
could be simplified even further by dis- 
pensing with the use of journals and 
making entries directly to the ledger 
accounts. Obviously, however, this 
would give rise to a whole host of ob- 
jections with which all accountants are 
familiar. 

Essentially, all entries for a business 
could be recorded in these two basic 
records, but naturally, the procedure in 
a company with a large volume would 
be slow and cumbersome. It is for this 
reason that we have watched the evolu- 
tion of additional records all of which 
nevertheless fall within the above two 
basic categories. Briefly, books of 
original entry have evolved in the fol- 
lowing manner : 

1. The columnar journal with sepa- 
rate columns for the entry of 
cash, purchases, sales and other 
items, permitting the posting of 
totals, instead of details, to the 
books of secondary entry. 

2. Separate journals for cash re- 
ceipts, cash disbursements, pur- 
chases, sales, credit memos and 
the like. These may, likewise, be 
columnar in form to permit fur- 
ther analysis of items of original 
entry. 


3. The simultaneous preparation otf 
journal and ledger sheet com- 
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monly found in some machine 
bookkeeping systems where, for 
example, the posting of sales or 
cash receipts to the customers’ 
accounts is carbonized to a jour- 
nal sheet. 

4. The complete elimination of jour- 
nals in favor of summary entries. 
This is commonly found today, 
for example, in the filing of cop- 
ies of sales invoices, the totals of 
which are posted to the books of 
secondary entry. 


As mentioned before, all classifica- 
tions of accounts could be maintained 
ip one ledger, but this, too, wonld: be 
cumbersome and unwieldy in a large 
company. For this reason, we have 
seen the evolution of recording in books 
of secondary entry in the following 
manner : 

1. The posting of summary totals 
instead of the details of the ori- 
ginal entry. This follows the use 
of columnar books of original 
entry. 

2. The use of separate subsidiary 
ledgers such as accounts receiv- 
able, accountants payable and fac- 
tory ledgers; note registers; and 
similar subsidiary books. 

3. The elimination of ledgers entire- 
ly, such as the use of copies of the 
invoices for accounts receivable, 
and the use of voucher registers 
to eliminate accounts payable. 


Systems of Control Over Company 
Assets 

Controls may be either external 
(such as outside audits) or internal 
(which may or may not include an in- 
ernal auditing department). In the 
design of systems, we usually concern 
selves with the problem of internal 
peri although m_ value of an ex- 
ternal, independent a audit should not be 
overlooked in designing a system. 

Fundamentally, internal control is 
usually centered around the principle 
of check and balance. That is, one per- 
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son performs one part of the function 
and another person performs another 
part of the function. Thus, no diversion 
of the business assets can occur without 
collusion. For purposes of simplicity, 
these controls may be loosely classified 
as accounting and non-accounting con- 
trols. 

Non-accounting controls include such 
vices as the following: 


> 


1. Two signatures on checks. 


2. Bonding of key employees. 
3. The writing of collection letters 


by persons not connected with 
accounts receivable bookkeeping. 
4. Supervisory approval of changes 
and erasures on original docu- 
ments. 
Approval of expense and other 
disbursements by persons in au- 
thority. 
6. Evidence of competitive bids on 
purchases. 


cn 


Accounting controls include such de- 

vices as the following: 

1. The segregation of the handling 
and deposit of cash receipts from 
the accounting for such cash re- 
ceipts. One common example of 
this is the separate cashier's cage 
to receive and deposit money, and 
a different group concerned with 
the posting of accounts receivable. 


bo 


The segregation of the disburs- 
ing of cash from the accounting 
for such cash disbursements. 
Thus, we have the accounting 
department computing payrolls, 
the actual payment of which is 
made by the paymaster. 

3. The whole gamut of general ledg- 
er controls for other assets of the 
company, such as inventories of 
raw materials, work in process, 
finished goods, supplies, accounts 
receivable and so forth. 

Systems of Reporting and Inter- 
pretation 

In general, as far as accounting sys- 

tems are concerned, the major problem 
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is one of classification and analysis. 
These involve reports on such things as : 


1. Departmental profit and_ loss 
statements and other statements 
and statistics required by man- 
agement. 


bo 


3udgets on future operations, 
cash forecasts and the like. 


3. Sub-analysis of special items such 
as sales by territories, products, 
or salesmen. 


4. Last, but not least, the prepara- 
tion of the various reports re- 
quired by governmental agencies 
such as Income Tax returns, 
Sales Tax returns, Withholding 
and Social Security Tax returns 
and the multitude of other reports 
required by Government. 


The plethora of data which may be 
required by any individual company and 
the use to which it is put precludes any 
detailed discussion of practices with re- 
spect to the kind and frequency of these 
reports. But I caution all those en- 
gaged in system design to remember 
one very salient fact: Reports are 
wholly inanimate things, and they are 
only important if they are actually 
used by the people to whom they are 
submitted. 


In general, analysis may be secured 
in one of two ways: 


1. Through the establishment of pre- 
determined accounting controls, 
such as departmental or divi- 
sional income and expense con- 
trolling accounts. Accountants 
are to be criticized for employing 
these devices in a great many in- 
stances where they are not re- 
quired. 


2. Analysis can also be secured 
through “memorandum” break- 
down of basic documents and 
other records and, in proper sys- 
tem design, this method is much 
more flexible than the establish- 
ment of accounting controls. 
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In general, the secret of speed and 
economy in these tabulations lies in one 
act: planning. The planning should 
aim to avoid, as far as possible, the re- 
tabulation of the same items and to em- 
ploy the use of rapid sorting systems. 
xetabulations may be avoided in a 
great many cases by the use of sub- 
summaries which should be interpo- 
lated in the tabulation sequence where- 
ever their use in subsequent analysis is 
indicated, thus saving the time and 
avoiding the errors involved in a re- 
tabulation of the original documents. 
To illustrate with a simple example, 
we may assume a company desires a 
tabulation of sales for each salesman, 
territory, and division, as well as the 
total sales of the company. Obviously, 
the steps to be followed are: 


1. Tabulate sales by salesmen. 


2. Discard the orginal records and 
summarize salesmen’s sales by 
territories. 

3. Discard the tabulation of sales by 
territories and summarize sales 
by divisions. 

4. Total the sales for all divisions 
to get the grand total of all sales. 


Approach to System Installation 


It is vital to the efficient and econom- 
ical installation of an accounting system 
that the problem be approached with 
the following thoughts foremost in 
mind: 

1. The study of the end results de- 
sired in each of the three major 
categories discussed: recording, 
control and reports. 


The separate cost of attaining 
each of these objectives. 


do 


3. The functional approach to each 
recording operation (cash re- 
ceipts, disbursements, purchases 
and sales) bearing in mind the 
principles underlying each of 
these problems. 


In other words, accounting systems 
are like cocktails, in that it is necessary 
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and important to employ proper in- 
gredients and skillful blending for the 
best results. 


Hand Methods Versus Machine 
Methods 


Too many accountants and business 
men assume that a machine is faster and 
more accurate than hand methods per 
se. In a great many cases, this is 
wholly untrue. 

For example, let us take the simple 
addition of a column of figures. If it 
were necessary to write the figures to 
be added on a piece of paper by hand 
and then to add them, both of these 
operations could be done simultaneously 
and, therefore, faster on an adding ma- 
chine. If, however, the figures are al- 
ready written, properly trained employ- 
ees frequently can add faster and more 
accurately than a machine. It is nec- 
essary to use more or less skillful hands 
to depress the keys upon the adding 
machine, and errors are often made in 
the process. To put it succinctly, there 
is more accuracy in the mind than in 
the fingers. 

Or, take a simple posting operation 
on any standard bookkeeping machine. 
Anyone who has had real experience 
with posting operations knows that 
hand posting of individual items is con- 
siderably faster than machine posting 
of the same items. A simple time study 
will prove this to sceptics. Recent 
studies made by me, where one or two 
items were posted to individual ac- 
counts at a time, showed that 75% of 
the posting time was spent in 

1. Locating the ledger card, 

2. Inserting the ledger card, and 


3. Extracting the ledger card. 


In hand posting, of course, there is 
no inserting and extracting operation. 
However, machine posting does at- 
tain superiority over hand posting in 
many cases for the following reasons: 
1. Automatic balancing is provided. 
This is really a minor point because it 
requires machine pick-up of old bal- 
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ances and the throwing of new balances 
at each posting operation. 

2. The simultaneous preparation of 
statements and ledger cards, and in 
some cases, simultaneous preparation 
of journals. However, statements and 
ledger cards can be prepared simultane- 
ously by hand methods, also. 

3. A machine will produce neater 
records and statements. 

4. The use of machines permits the 
employment of lower-grade personnel 
because of the mechanical operation. 

5. The machine produces an auto- 
matic proof of total postings. 


The Operational Approach 


The system designer must always re- 
member that basically, business opera- 
tions are concerned with only two 
things—income and expenditures. In 
fact, if books were maintained on a 
cash basis, we would really be con- 
cerned only with cash receipts and 
disbursements. 

Because of the more common use of 
the accrual method, however, we must 
also consider: 

1. The purchase of goods or services 
and, therefore, related problems of ac- 
counts payable, etc. 


2. Charge sales and, therefore, the 
related problems of accounts receivable, 
etc, 


If you will just stop to think, you 
will discover that all additional related 
operations stem from these original 
sources, whether in the form of sub- 
sidiary records and statements and 
whether hand or machine methods are 
used. Let us now consider some of 
the problems. 


Sales and Accounts Receivable 


In this brief paper, I have time to 
give only some of the basic principles 
underlying the systematic recording of 
sales which are universally applicable. 
The form in which these principles are 
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applied may vary, depending upon spe- 
cific situations encountered. 


CASH SALES —It is necessary 
continually to bear in mind the prin- 
ciples earlier enunciated, the fact that 
the complete system deals with three 
separate problems, viz., 

1. Recording, 

2. Control, and 

3. Reporting. 


Generally speaking, no special de- 
vices are necessary to record cash sales 
in one total figure. Cash received rep- 
resents such sales. Moreover, if gen- 
eral classifications of cash sales are 
desired, for example, drugs, cigarettes, 
soda fountain, this may be accomplished 
by separate cash drawers. 

Individual sales books are sometimes 
used for 

1. Instances where it is desired to 
give the customer a detailed receipt. 

2. Cases where detailed cost records 
or perpetual inventories are in effect. 

3. Internal control purposes, as 
where a separate wrapping desk is 
maintained. This is usually prevalent 
in retail stores. 


CREDIT SALES—The main dif- 
ferences between credit sales at retail 
and wholesale lie in the method of de- 
livery of the merchandise, i. e. at the 
point of sale (commonly encountered 
in retail stores) or by shipment to the 
customer. For this reason, in retail 
stores, it is necessary to prepare sales 
slips for the customers’ signatures and, 
in addition, for the purpose of charging 
the items to accounts receivable. How- 
ever, the recording problems are essen- 
tially the same. The major items to be 
considered in connection with sales are 
the following: 

1. Form design—The form should 
be of a convenient size and shape and 
preferably of the smallest size con- 
venient to accommodate the average 
amount of information and the average 
number of items. A number of basic 
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principles should be closely watched in 
form design— 

a. Avoid the writing or typing of 
unnecessary information. While this 
may ‘seem an obvious exhortation, 
here are some things to refresh your 
memory : 

i. Date stamp the date upon the 
invoice or use a date slug on vour 
billing machine. 

ii. Wherever possible, abbrevi- 
ate or code the items appearing 
upon the invoice. 

iii. Do not type any shipping 
instructions upon the invoice form 
unless the shipment is controlled 
by a copy of the invoice or it is 
necessary for the purchaser to be 
advised of the manner in which the 
merchandise was shipped. 

iv. Do not insert the salesmen’s 
name, territory or other similar in- 
formation unless the invoices are 
being used for analysis or sorting. 
If a copy of the inyoice is used for 
this purpose, code salesmen and 
other information. 

v. If one discount applies to all 
items, try to show the calculation 
in one figure at the bottom of the 
invoice. 


b. Be sure that the spaces on the 
invoices are conveniently arranged. 
It should be borne in mind that the 
cost of a form is the completed cost, 
not merely its printing cost. Watch 
for these things: 

i. Be sure that horizontal align- 
ment is carefully planned if both 
the left and right-hand sides of the 
form are typed, so that it is only 
necessary to tabulate to the proper 
position on the right-hand side of 
the form instead of turning the 
platen up and down. 

ii. Be sure that vertical align- 
ment is carefully planned so that 
the form may be filled out with the 
minimum of typewriter marginal 
stops. As a point of information, 
at least one typewriter company 
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has a return mechanism device 

which returns the form halfway in- 

stead of the full width of the type- 
writer. 

c. Avoid carbon insertion, if pos- 
sible, through the use of snap-out 
carbon forms, spot carbon, fanfold or 
continuous forms. 


—The ideal method is, of course, to 
prepare every needed document at one 
writing by including a sufficient num- 
ber of copies of the invoice. As a sug- 
gestion, at least these following items 
may be prepared simultaneously: 


2. Methods of Completing the Form 


a. The invoice or invoices, 

b. The accounts receivable copy, 

c. The sales record copy (file 
copy), and 

d. The sales analysis copy. 

In designing the method, efforts 
should be made to include in this 
typing : 

a. A label for the package, 
). The packing slip, and 
perpetual inventory or 


c The 
cost copy. 


These objectives are sometimes diffi- 
cult to achieve. If, for example, a 
whole set of invoices is typed at one 
time complete with extensions, it may 
be found that some of the merchandise 
is out of stock, which requires the re- 
turn of the whole invoice set for cor- 
rection, 

On the other hand, if shipments of 
merchandise are made from the original 
order as received, it becomes necessary 
to prepare a label and packing slip in 
the shipping department. Then, when 
the order is returned for billing, all 
other copies must be prepared. 

One economical solution is to have a 
billing division in juxtaposition to the 
shipping department. The original or- 
ders can be passed to the shipping de- 
partment and the following operations 
performed: 

a. The merchandise is gathered 
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and items out of stock indicated upon 
the original order form. 

b. The merchandise is laid out for 
wrapping. 

c. The order is then passed to the 
billing clerk who prepares all nec- 
essary copies, including the label and 
the packing slip. If postage or other 
shipment charges are to be added, 
this information can be indicated 
upon the original order so that it can 
be inserted upon the invoice. 

d. The label and packing slip are 
then returned to the shipping clerk 
who locates the laid-out merchandise 
and completes the shipment. 


Another economical method is to 
ship from the original order without the 
packing slip and to invoice later. ‘This 
merely requires the extra operation of 
preparing a label. 

Usually, the least economical method 
is to type the invoice sets without ex- 
tensions and to reinsert the invoice sets 
after the shipment of merchandise. 
This method, however, is necessary in 
some cases and is advantageous where 
control is sought since pre-numbering 
of the invoice permits the billing de- 
partment to ascertain that all shipping 
instructions have been carried out. 


3. Methods of Original Recording— 
The methods of recording sales have 
passed through a period of evolution in 
recent years. Let us follow that evolu- 
tion: 

a. The Sales Register in which 
the individual sales invoices were 
listed with the name of the customer 
and the amount. 

b. The columnar register in 
which columns were provided for the 
analysis of sales. 

c. Copies of sales invoices for 
each day only, the totals of which 
were entered in a sales journal, the 
invoice copies being retained in bind- 
ers to support these entries. 


It is important to note that as our 
experience with recording problems 
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grows, progressive accountants seek, 
more and more, to avoid the detailed 
transcription of entries. 


4. Methods of Posting — Posting 
methods, too, have gone through a 


period of evolution. 


0 


a. In the early days of accounting, 
individual postings were made from 
the previously mentioned sales regis- 


ter to the customers’ accounts. 


b. As an aid to speed in posting, 
extra copies of the invoices were pre- 
pared. These were sorted in ledger 
order so as to cut down the time re- 
quired in finding the ledger account. 


c. In more recent years, there has 
been evolved a “unit method”, 
times referred to as “bookless book- 
keeping”. Under this method, the 
copies of the invoices are used as the 
actual receivable record. 
This idea was considered revolution- 
ary some years ago, but has now 
gained wide acceptance. Under such 
a method, all of the standard account- 
ing controls are maintained : 

i. A pre-determined total of 
sales is secured from the copies of 
the sales invoices. Summary jour- 
nal entries establish the accounts 
receivable control. 


some- 


accounts 


ii. In lieu of an actual posting 
operation, these invoices are filed 
under the appropriate accounts. 

ii. When cash is received, the 
invoices are extracted and stamped 
“Paid” with the date. If a partial 
payment is received, it is either 
noted upon the invoice to which it 
applies or a separate slip is pre- 
pared and filed with the accounts 
receivable invoice. In all cases of 
partial payments, however, a sepa- 
rate slip is prepared for the pur- 
pose of proving the “postings” of 
cash. 


d. Cash proved 
with the pre-determined cash receipts 
by adding the total of the invoices 


stamped “Paid” to the total of the 


si tinos”’ are 
postings ate 
; } 


2? 


- 


~ 


slips for partial payments, mentioned 
above. 

e. The paid invoices are filed ina 
separate file at the end of the month. 

f. The only operation required at 
the end of the month is to prepare 
monthly statements. This can very 
easily be done with a split platen add- 
ing machine which provides for the 
insertion of the date or the invoice 
number and the amount. Under such 
a method, ‘open item” 
are prepared, that is the customer re- 
ceives a statement of the unpaid in- 
voices, only. As can be seen, how- 
ever, a regular statement could be 
rendered merely by retaining copies 
of the paid invoices until after the 
statement was completed. 


statements 


g. In those cases where the old- 
fashioned method of posting is re- 
tained, it has been found that posting 
operations are materially speeded by 
confining the posting operations to 
two or three periods per month. Un- 
der this method, the posting copies 
of the sales invoices are retained and 
sorted, and are posted only at peri- 
odic intervals throughout the month. 
The reason for economy is apparent 
from my previous remarks to the ef- 
fect that 75% of posting time is con- 
sumed in locating, inserting and ex- 
tracting the ledger sheet. 


5. Methods of Sales Analysis—The 


‘volution of methods and records for 
sales analysis was as follows: 


a. Originally, the columnar sales 
register was used. 

b. It was then found that a prepa- 
ration of a sales invoice copy which 
permitted sorting by hand, materially 
speeded the analysis problem. 

c. Mechanical devices were in- 
vented and manufactured to aid this 
work. The most prominent are the 
punched card systems made by Inter- 
national Business Machines and 
Remington Rand, and the mechanical 
sorting devices known as “Keysort” 
and “E-Z Sort’. 


ar 
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d. In some industries where prod- 
uct analysis is not important, terri- 
torial analysis is sometimes desired. 
One simple method of securing this 
result is to arrange the accounts re- 
ceivable cards by territorial filing 
groups. Thus, the totals of postings 
to the respective controls automati- 
cally provides the territorial analysis. 


Purchases and Accounts Payable 


In a discussion of this problem, I 
have used the term “purchases” to 
cover both materials and services since 
the system problem is substantially the 
same. 


CASH PURCHASES—Of course, 
it will be readily understood that ex- 
penditures may be made and charged 
directly from cash on hand or by check. 
There are many disadvantages of con- 
trol and efficiency in this method. With 
respect to cash on hand, imprest funds 
have been almost universally adopted. 
This provides the same result as if we 
treated the Petty Cash Fund as an in- 
dividual vendor who is paid periodically 
for the invoices presented by him. 


CREDIT PURCHASES—Natural- 
ly, purchases may be recorded directly 
from the vendor’s invoice as received, 
but several devices have been intro- 
duced for better control. 

1. Evidence of Propriety — Obvi- 
ously, it is highly desirable to assure 
ourselves completely as to the propriety 
of vendors’ invoices before payment. 
Frequently, this is done by having 
someone in authority initial the in- 
voices, but this is a very poor device 
for preventing duplication of invoices 
since too much reliance is placed upon 
the memory of the individual approving 
the invoice. In larger organizations, 
therefore, the system of internal control 
has been developed to include purchase 
orders and receiving tickets. 

lwo general methods of utilizing 
these records have been evolved: 

a. The receiving ticket and the in- 
voice are sent to the purchasing de- 


partment which matches up these 
documents with the vendor’s invoice 
and then initials the invoice for pay- 
ment by the accounting department. 

b. Where the accounting depart- 
ment exercises stronger control over 
these operations, copies of the pur- 
chase orders and receiving tickets are 
sent directly to the accounting de- 
partment. In this case, the verifica- 
tion of the authority for purchase, 
the receipt of the merchandise and 
the accuracy of the invoice is per- 
formed by the accounting department 
itself. 


2. Form Design—Without belabor- 
ing the subject, similar principles are 
applied in the design of purchase orders 
as were previously described under 
sales analysis. 

3. Methods of Original Recording— 
The recording of invoices covering pur- 
chases has also gone through an evolu- 
tion similar to that mentioned under 
sales invoices. 

Here, again, we find the general 
trend towards the elimination of sub- 
sidiary records and the development of 
the Voucher Register. Under this 
method, the invoices from one vendor 
are accumulated for an entire month. 
These are usually filed in alphabetical 
order and, at the end of each month, a 
single jacket known as a “voucher’”’ is 
prepared for each vendor showing a 
summary of purchases and an analysis 
of the accounts to be charged. 

Spaces are provided upon the 
voucher jacket for the recording of the 
check numbers and amounts in pay- 
ment or partial payment of the account. 
Moreover, the voucher register con- 
tains provision for the insertion of these 
check numbers. No posting is made to 
a vendor's account, but upon payment, 
the check numbers are inserted in the 
voucher register opposite the particular 
voucher and a check mark inserted 
when the voucher has been completely 
paid. At the end of the month, a tabu- 
lation is made of the vouchers where no 
check mark appears since these consti- 
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tute the unpaid vouchers (accounts) 
pavable. Credits for returned merchan- 
dise, etc. are handled either by prepar- 
ing vouchers in red ink, or deducting 
the amounts from subsequent vouchers. 
It will be seen, therefore, that under 
this method, the maintenance of sepa- 
rate accounts payable for each vendor 
is unnecessary. 


Cash Receipts 

Elsewhere, I have discussed the gen- 
eral devices used for internal control. 
The most modern procedure in the re- 
cording of cash receipts consists of the 
use of “cash dockets”. These dockets 
are nothing more nor less than a nota- 
tion of the amount received made upon 
the document accompanying the remit- 
tances. This may consist of: 

1. A remittance advice from the 
customer ; : 

2. A duplicate copy of the bill or 
letterhead returned with the remit- 
tance; 

3. A detachable stub 
part of the check received ; 

4. The envelope in which the re- 
mittance is received; or 

5. A separate slip, created where 
receipts are not accompanied by any 
of the above documents. 


which is 


The use of cash dockets admits of 
a number of advantages: 

1. It permits summary entries to 
be made in cash receipts books, 
these being supported by the actual 
dockets. 

2. It permits greater flexibility 
for speed in posting to accounts re- 
ceivable and other accounts since 
several days’ cash dockets may be 
accumulated in the same manner as 
sales invoices and posted at one 
time. 

3. It provides a very convenient 
method of contro] in the segregation 
of the handling of cash from the ac- 
counting for cash. 

4. It may be of interest to know that 
there is at least one adding machine 
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which may be used to create the cash 
docket and the deposit slip mechanically 
in one operation. This adding machine 
has a separate chute which permits the 
insertion of the document which is to 
serve as the cash docket. Through the 
use of a double ribbon, the amount of 
the cash receipt is imprinted upon the 
docket and upon the adding machine 
tape simultaneously. Upon completion 
of all dockets, a total is struck and this 
is used as the deposit slip. 


Cash Disbursements 


In modern systems, the use of carbon 
copies of the checks has been almost 
universally adopted in place of the usual 
cash disbursement book. This is usually 
done in conjunction with the use of a 
voucher register, all entries to expense 
and asset accounts being made from the 
purchase vouchers themselves and the 
only charge from cash disbursements 
being made to “‘vouchers payable” ex- 
cept for cash discount. This may be 
done in either of two ways: 

1. Use of ordinary carbon copies of 
the checks, either individua!ly or in 
sheets. These, however, yield a some- 
what bulky record. 

2. Under certain hand and machine 
methods, checks can be written with the 
carbonized information contained on 
one line of a backing sheet, which con- 
stitutes the cash disbursements journal 
and avoids double writing of the infor- 
mation. 


For those unfamiliar with the voucher 
register previously described under 
purchase routines, it may not be amiss 
to note that: 

1. The checks accompany the vouch- 
ers for signature. 

2. The check number is then in- 
serted on the face of the voucher. 


3. The vouchers are then arranged 
in numerical order and the check num- 
ber is inserted in the voucher register 
by copying it from the face of the 
voucher. 
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Some Fundamentals of System Design 


General Remarks and Conclusions 

Quite obviously, it is impossible to 
discuss all of the problems associated 
with system design within the scope of 
this paper. Special problems such as 
payroll, with the attendant difficulties 
of deductions and machine and hand 
methods used in their preparation, be- 
come subjects for individual attention 
and development. The question of in- 
ventory control and detailed cost rec- 
ords would likewise take a considerable 
amount of time, and the same is true 
of a host of system problems too num- 
erous to mention. 

It has been my purpose in this paper 
to stress and briefly illustrate that suc- 


cessful systems design must be pre- 
dicated upon: 

1. A thorough grasp of the three es- 
sential elements: recording, control, 
and reporting. 

2. The approach should be func- 
tional rather than specific. 

3. The system designer must ap- 
proach his problem with an inquiring 
mind, not fettered by out-worn tradi- 
tion. 

4. Nothing should be inserted into 
the system which is not used. 

Business moves on systems. The 
most energetic plans of management 
will fail unless the proper medium for 
accomplishment is provided. 
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HE members of the accounting 

profession are gathered here from 
all states in the Union, from the terri- 
tories and from other lands in this the 
fiftieth year since the passage in New 
York State of the first certified public 
accountant law. 

It is fitting at this occasion that we 
pause in the consideration of present 
day problems, review the history of our 
profession and endeavor to glean from 
our study of the past, the knowledge that 
will best serve to guide us in the future. 

It is but a few years ago—in 1937— 
that The American Institute of Ac- 
countants celebrated in New York City 
its fiftieth birthday, for the organization 
of that national body first known as The 
American Association of Public Ac- 
countants preceded by nine years the 
passage of the first certified public ac- 
countant law. 

However, it would be an error to 
think of the profession in this country 
as of but 50 or 59 years of age. The 
early publication of the news of our 
profession makes many references to in- 
formal meetings and round table gath- 
erings of public accountants which took 
place in the years preceding the organi- 
zation in 1882 of “The Institute of 
Accounts” the first National Society of 
Public Accountants. It was by these 
group meetings that the need was rec- 
ognized for a formally established 
national organization. 

It is interesting, and indicative of the 





PRIOR SINCLAIR, C.P.A., the Pres- 
ident of our Society, is a partner of 
Lybrand, Ross Bros. & Mont- 
gomery. This address was delivered 
by him on October 3, 1946, at the 
Fifty-ninth Annual Meeting of the 
American Institute of Accountants 
held in Atlantic City, New Jersey. 
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The Certified Public Accountant on the 
Threshold of his Second Half Century 


By Prior Sincrarr, C.P.A. 








pride in being recognized as a public 
accountant which also then existed, to 
note that in 1908, in this same city, at 
a convention of the American Associa- 
tion of Public Accountants, James G. 
Cannon, an outstanding banker of his 
day, remarked in the course of his ad- 
dress that he had on his library wall a 
framed certificate showing his member- 
ship in the “Institute of Accounts of 
New York City.” 

I have said that the existence of the 
profession long preceded the formation 
of its national societies or the passage 
of C.P.A. legislation. To my mind this 
is shown by an item appearing in the 
Journal of Accountancy for October, 
1913, reading as follows: 

“Tt is customary to consider the pro- 
fession of the public accountant as one 
of very recent date, but apparently 
there have been public accountants in 
this country from the late eighteenth 
century onward. 

“Evidence of this is offered by an ad- 
vertisement which appeared in -the 
New Jersey Journal of Wednesday, 
July 8th, 1795, printed and published 
by Shepard Kollock at Elizabethtown, 
N. J. 


“The advertisement reads: 


“NOTICE 

“A conveyancing office and office 
of intelligence will be opened by 
the subscriber on Monday next, in 
the brick house of William Shute, 
Esq., formerly occupied by Cort- 
land Van Arsdalen; where writ- 
ings of every kind will be done on 
moderate terms ; also, farmers’ and 
tradesmen’s books posted with ac- 
curacy and dispatch, and those who 
do not understand the method of 
keeping their books will be shown 
the form. 


(Signed) “BENJAMIN THOMSON” 
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It seems to me that Benjamin Thom- 
son presented his qualifications in 
moderate but well chosen words and 
although the publication of his an- 
nouncement long preceded the adoption 
of our Code of Ethics, it nevertheless 
does it no violence. 

As a further indication of the early 
existence in this country of the profes- 
sional accountant, the New York City 
directory of the year 1801—one hun- 
dred and forty-five years ago—lists the 
name of William Connolly, Accountant. 

William Connolly was the great- 
grandfather of one of the present-day 
leaders of our profession, a man who 
commands our esteem and affection— 
my beloved associate—William M. Ly- 
brand. 

Our profession owes much to the 
skill and talent, the broad understand- 
ing, the courage and the vigorous in- 
tegrity of those early leaders of the 
profession who established the stand- 
ards of professional conduct which have 
guided us so well throughout the years 
and which have contributed so greatly 
to the advancement of the profession. 


Theirs was a difficult task, account- 
ing literature in that day was limited in 
quantity, but, fortunately, of high qual- 
ity. In the absence of authoritative in- 
terpretations and recognized conven- 
tions the public accountants however 
had the boldness to follow their reason. 
They sought to be not only right but 
aggressively right and the subsequent 
history of the profession establishes the 
wisdom of setting such a course. 

Let us briefly review the history of 
the profession in New York State, for 
the history and growth of the profession 
in that state parallels that of the nation. 


It was on April 17, 1896 that Gov- 
ernor Levi P. Morton, of the State of 
New York, approved the bill passed by 
the State Legislature which created the 
title Certified Public Accountant and 
defined who should be entitled to be so 
designated. The first examination un- 
der the new law was held in December, 
1896. Seventy-five C.P.A. certificates 
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were awarded in that year. It was from 
this group of certified public ac- 
countants that the material came for 
the formation of the New York State 
Society of Certified Public Accountants, 
which was incorporated on January 28, 
1897, and which started on its memor- 
able history with eighteen charter mem- 
bers. 

The Society was organized on March 
30, 1897, at a meeting at the Waldorf- 
Astoria Hotel, and the first annual 
meeting of the newly formed society was 
held on May 10, 1897. At that meeting 
the secretary reported a total member- 
ship of twenty-four, of whom fifteen 
were in attendance. That the Society 
was on a sound financial basis with dis- 
bursements well within the limit of its 
revenue was evidenced by the state- 
ment of the treasurer reporting receipts 
of $171.25 and disbursements of $26.00. 

The Society promptly entered upon 
a career of activity ; nine meetings were 
held during the year 1897. It may be 
that clients’ demands were not onerous 
as I find that in October, 1897, a com- 
mittee was appointed for the develop- 
ment of a plan of exercise and enter- 
tainment for the coming Winter. 

The Society was early aware of the 
need for scholastic training in account- 
ancy subjects training that would 
bring education in technical subjects to 
those who desired to undertake the ex- 
amination for the certified public ac- 
countant’s degree. It was through the 
direct efforts of the Society that the 
New York University School of Com- 
merce, Accounts and Finance was or- 
ganized and started operation on Oc- 
tober 1, 1900. 

It is a source of pride that of the 
fifteen members of the faculty of that 
school, six were members of the New 
York State Society of Certified Public 
Accountants, one of whom, Charles 
Waldo Haskins, was appointed Dean 
and who, while already serving the 
Society as President, nevertheless un- 
dertook this additional responsibility. 

Thus was formed the first school in 
this country for instruction in account- 
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ancy, soon to be followed by others. In 
comparison, at the present time there 
are listed in the regulations by the Com- 
missioner of Education of the State of 
New York ninety-four institutions 
throughout the country having a course 
of study of a satisfactory standard to 
meet the present requirements of the 
Certified Public Accountancy Law of 
New York State. 

Thus a few farsighted men in those 
early days started the schools and 
universities of this country on the path- 
way of accountancy instruction and in 
the following years as the demands of 
the public for the services of public ac- 
countants grew, trained men, skillful 
and in ever-increasing numbers were 
available to meet that demand. 

It would be most propitious if time 
on this occasion permitted a reference 
to each of the many members who in 
those days devoted themselves unstint- 
ingly to the affairs of our societies and 
by so doing contributed so greatly to 
the advancement of our profession. It 
would be amiss entirely to omit such 
references, as societies consist of mem- 
bers; the character and quality of the 
group does but reflect those of the in- 
dividuals. Our Society quickly dem- 
onstrated its quality, its members had 
quality. 

Mention has been made of Charles 
Waldo Haskins who served the New 
York State Society as President from 
its inception in 1897 until his death in 
1903. Serving as officers or directors 
in those early years you will find listed 
Arthur W. Teele, our first Secretary, 
Farquhar J. MacRae a charter mem- 
ber serving first as a director and later 
as President. Farquhar J. Mac Rae is 
the only living charter member of the 
New York State Society and during 
the past year the New York State So- 
ciety of Certified Public Accountants 
presented him with a special Charter 
Member Certificate commemorative of 
fifty years of loyal membership in the 
New York State Society of Certified 
Public Accountants. 

Among others prominent in the New 
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York State Society’s affairs in those 
years were F. W. Lafrentz, John R. 
Loomis, Elijah W. Sells, John B. 
Niven, Samuel D. Patterson, who later 
served as Secretary for many years, 
edward L. Suffern, Charles E. Sprague, 
under whom I studied, and Sanders W. 
Davies, later the first President of the 
American Institute of Accountants. 
The limitation of time does not permit 
the mention of others also worthy of 
your admiration: 

Those were busy years; matters un- 
der consideration were of extreme im- 
portance; the decisions made set the 
pattern for the future. During the first 
ten years of the Society’s existence 
there were five attempts by others to 
secure legislation amending the New 
York C.P.A. law. The Society was 
diligent and succeeded in resisting the 
attempts to lower the standards of 
eligibility. In subsequent years, changes 
in legislation have provided for the 
changes in public need. 

In those same years, practitioners in 
other parts of the country were also 
active, forming in groups, tackling the 
problem of appropriate State legislation 
and striving to perfect the national or- 
ganization, The American Association 
of Public Accountants, which in 1887 
the public accountants of Pennsylvania 
were largely instrumental in bringing 
into being. 

Pennsylvania was the second state in 
the union to benefit by C.P.A. legisla- 
tion. Pennsylvania was fortunate in 
having such sterling leaders as John 
W. Francis, John Heins, Charles N. 
Vollum, Joseph E. Sterret, William M. 
Lybrand, T. Edward Ross, and his 
brother Adam A. Ross, the then and 
now youthful Robert H. Montgomery, 
and Geo. Wilkinson of Illinois, then a 
nonresident member of the Pennsyl- 
vania Institute of Certified Public Ac- 
countants. 

In the efforts to bring about a na- 
tional organization and to build a firm 
foundation for our profession we were 
fortunate in also having the warm, en- 
thusiastic and able assistance of our 
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brethren from overseas. The wise 
counsel of Mr. Edwin Guthrie helped 
greatly in the early task of organiza- 
tion. Arthur Lowes Dickinson con- 
tributed generously from his fund of 
understanding and experience. The aid 
these men rendered in solving early 
problems of the profession is beyond 
measure. 

In the ensuing years professional ac- 
tivities moved forward with greater 
rapidity. Public recognition grew, and 
our responsibilities increased. With the 
growing public recognition and the ex- 
pansion of the nation’s commerce and 
finance, practitioners grew in numbers 
and experience. 

With the advent of federal income 
tax legislation taxpayers looked to 
public accountants for assistance. The 
determination of the amount of taxable 
income and the amount of tax thereon 
requires keen accounting skill and un- 
derstanding. So serious is the impact 
of taxes, that businessmen must know 
before entering into a transaction its 
possible tax effects. Accountants’ views 
on tax legislation were sought by 
Treasury advisers, legislative com- 
mittees and the administrators of the 
law. Income tax laws today are in- 
tricate ofttimes obscure—our recom- 
mendations have been consistently di- 
rected toward simplicity. I wonder if 
taxpayers realize how much worse the 
laws would have been if we had not 
made suggestions for improvement. 

A bulletin entitled “Approved 
Methods for the Preparation of Bal- 
ance Sheet Statements” prepared by a 
committee of the American Institute of 
Accountants and released in 1917 by 
the Federal Trade Commission and 
approved by the Federal Reserve 
Board served to inform the public, 
particularly lenders and credit grantors, 
of the character and scope of the public 
accountants’ work. Throughout the 
years revisions were made and the latest 
issue, including revisions to 1936, en- 
titled “Examination of Financial 
Statements by Independent Public Ac- 
countants,” is still authoritative. 
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The establishment by the American 
Institute of Accountants of research 
committees and the issuance of Bul- 
letins presenting their viewpoints on 
auditing and accounting matters serve 
to keep the entire profession informed 
on vexing questions as they arise. This 
work is now ably supported by an 
executive of the Institute, the Research 
Director, and a staff of assistants. 

The growth in published material 
available for the benefit of the member- 
ship is impressive. In 1910 the New 
York State Society in its yearbook, 
catalogued 126 volumes available in the 
Society’s library—today the library of 
the Institute contains 25,000 books and 
pamphlets, many written by its mem- 
bers. 

In November, 1905, 41 years ago, the 
first number of The Journal of Ac- 
countancy was published under the 
auspices of The American Association 
of Public Accountants, the forerunner 
of the present American Institute of 
Accountants. It was under the able 
editorship of Joseph French Johnson, 
Dean of the New York University 
School of Commerce, Accounts and 
Finance and Dr. Edward Sherwood 
Meade, Director of the Evening School 
of Accounts and Finance, University of 
Pennsylvania. 

The first number of the Journal con- 
tained articles entitled: 


“Education and Training of a Cer- 
tified Public Accountant’”—By J. 
E. Sterrett, C.P.A. 

“Duties and Responsibilities of the 
Public Accountant with regard to 
New Issues of Stocks and Bonds” 
—By Arthur Lowes Dickenson, 
N.A., F.C.A., C.P.A. 

“Professional Standards”—By Rob- 
ert H. Montgomery, C.P.A. 

“The Scope of the Profession of Ac- 
counting’—By F. A. Cleveland, 
Ph.D. 


The articles by their titles evidence the 
keen sense of public responsibility that 
even at that early date constituted the 
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fibre of our professional body. It con- 
tinues to be our main strength. 

The worth of these contributions to 
the first number of the Journal stands 
today unimpaired by the passage of 
time. A periodic rereading of these 
articles would serve to strengthen us 
for the problems of our times. 

The Journal of Accountancy has been 
and continues to be outstanding in the 
field of periodic accountancy literature. 

Notable gatherings of the profession 
took place throughout the years, events, 
each worthy of complete description. 
The International Congress of Ac- 
countants was held in St. Louis in 1904. 
Many friendships grew out of that meet- 
ing; it was the first meeting of our 
young profession which had the added 
flavor of distinguished representation 
from other countries. The memory of it 
still warms the hearts of those fortunate 
in having attended. Annual conventions 
were regularly held but war came and 
interrupted the international gather- 
ings. The next meeting of international 
character was held in Amsterdam, Hol- 
land, in 1926. This, I believe, was the 
first meeting abroad attended by del- 
egates from this country. The friendly 
feelings engendered by these interna- 
tional conferences resulted in more fre- 
quent like gatherings and the meeting 
at Amsterdam was quickly followed by 
a meeting in New York in 1929 and in 
London in 1933. The fiftieth anniver- 
sary meeting of the American Institute 
of Accountants was held in New York 
in 1937, and while not international in 
title, it was decidedly international in 
character and attendance. Again war 
intervened. We are happy to see here 
today our professional brethren from 
other lands and hope the day will soon 
arrive when we can again gather to- 
gether from all parts of the world, 
benefit by the exchange of ideas and 
enjoy the companionship of our fellow 
practitioners from the world over. 

These conventions or gatherings have 
been of inestimable benefit to the pro- 
fession. Not only have they brought to 
us the finest accounting thinking as ex- 
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emplified in the technical papers pre- 
sented at these meetings and _ later 
printed and preserved as part of our 
accounting literature, but, of perhaps 
equal importance, they have led to the 
forming of friendship of lasting char- 
acter and have opened our eyes to the 
fact that fellow practitioners here and 
abroad are really delightful fellows and 
have in them those qualities we most 
respect and admire. 

An important contribution to the de- 
velopment of these friendships and un- 
derstanding took place when the 
thoughtfulness and generosity of Elijah 
W. Sells made possible the founding of 
the “Accountants Club.” Let us hope 
for the return of conditions which will 
permit of re-establishing that friendly 
gathering place. 

These friendships have been not only 
a source of satisfaction and enjoyment 
but have served us well in the past and 
should be preserved as they will also 
serve in the future. It was our faith 
in the sincerity and honesty of members 
of both organizations that made possible 
in 1936 the merger of the two national 
organizations into the one in which we 
enjoy fellowship today. The work of 
Durand W. Springer in gathering to- 
gether certified public accountants from 
throughout the country into the Amer- 
ican Society of Certified Public Ac- 
countants served the profession well, 
and his appreciation of the desirability 
of one national organization helped 
tremendously in accomplishing that ob- 
jective. 

My remarks have been sketchy and 
fragmentary. They do not constitute 
a history—even in skeleton form. But 
we have a history, a history of which 
to be proud; it should be brought to- 
gether and preserved—it is well worth 
preserving. Its study would inspire 
and enlighten us and those who follow. 
In this connection I bring to your atten- 
tion a report by the “Committee on 
History” in May of this year to the 
Council of the American Institute, con- 
taining the following recommendation : 

“Your committee is of the opinion 
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that as soon as feasible it would be 
advisable for the Institute to employ 
some one to supervise the compilation 
of the historical material now on hand 
and which may become available later. 
The cooperation of the American Ac- 
counting Association, no doubt, could 
be secured in furthering this work. It 
might be possible also, for students in 
some of the colleges and universities to 
do research work with the encourage- 
ment and assistance of accountants, es- 
pecially in states in which little has 
been accomplished heretofore in the 
assembling of historical data.” 

It is my belief that we all heartily en- 
dorse that recommendation. 

Over the years no great changes have 
occurred in fundamental accounting and 
auditing concepts; great progress has 
been made in the technique of their ap- 
plication and presentation. It was, is 
and will be the purpose of Certified 
Public Accountants to speak the truth 
and we must resist to the fullest any 
attempt from whatever source which 
seeks to curb our right to so speak. 

The Securities and Exchange Com- 
mission and other governmental bodies 
entrusted with the administration of 
regulatory laws likewise but seek the 
truth. Ofttimes truth is elusive. Honest 
differences arise as to what constitutes 
truth. We may differ as to the form 
or manner of its presentation. We may 
differ as to the adequacy of its presen- 
tation. But let us concentrate on the 
solution of those problems and _ not 
hinder our progress by devoting our 
efforts to the undue refinement of un- 
essentials. 

In seeking in the past guidance for 
the future I can do no better than to 
quote to you from an address by the 
President of the Institute at the annual 
meeting and fiftieth anniversary cel- 
ebration of The American Institute of 
Accountants, held in New York in 
October, 1937. I quote: 
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“We shall retain our strength just as 
long as we retain our independence— 
no longer. 

“If anyone outside of the profession— 
governmental or private, client or friend 
—is stronger than we are and is able 
to tell us what to do, is able to influence 
a statement or a report against our best 
judgment, from that moment the pro- 
fession will deteriorate. It is not so 
today.” 


and we can add with today’s dating, 
It is not so today. 


As long as by our character and by 
the application of skill and talent to 
the tasks entrusted to us we demon- 
strate that the profession rightly serves 
the public interest, our reputation will 
remain secure. 

Today the New York State Society 
stands 5,100 strong—in complete har- 
mony with our fellow accountants— 
ready and willing to contribute to the 
full of our capacity in collaboration 
with the American Institute of Ac- 
countants and its 11,000 members, in 
the furtherance of the nationwide in- 
terests of the profession. 

In conclusion—let me direct your at- 
tention to a pamphlet published in 1942 
entitled “Pioneers of Organized Public 
Accountancy in Pennsylvania.” It was 
written by one of the founders of the 
Pennsylvania Association of Public 
Accountants, later organized into the 
Pennsylvania Institute of Certified 
Public Accountants. There appears on 
the title page of that pamphlet a quota- 
tion taken from an inscription on the 
Archives Building in Washington, 
D. C., which states : 

“The heritage of the past is the seed 

that brings forth the harvest of the 
future.” 


We have a precious heritage. Let us 
nurture it carefully. 
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College Education as a Requirement for 
Certified Public Accountants — 
The New York Experience 


By NorMan E, WeEsster, C.P.A. 


o Yep is the second occasion when 
I have been honored with an invita- 
tion to appear upon the platform of 
this Association. The other was at the 
Atlantic City meeting in December, 


1937. That was less than one week 
before the effective date of section 
1498-a of the New York CPA Law of 
1929. By reference to The Accounting 


Review I find that the subject of my 
paper was “F/igher Education for Pub- 
lic Accountants.” For this meeting I 
am asked to write upon the subject, 
“College Education as a Requirement 
for Certified Public Accountants—The 
New York Expertence.” 

Inasmuch as both subjects relate to 
education for accountants, it may be 
appropriate for me to detail to you all 
my qualifications for these assignments 
even though modesty might suggest 
that I leave that to others. But mod- 
esty is not my outstanding charac- 
teristic. 

During all 16 weeks of the fall term 
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in a small town school in Michigan 
when I was 12 years old, I studied a 
book by Ira Mayhew, A,M.,—A Prac- 
tical System of Bookkeeping, which 
was first published in 1851. That re- 
cital covers all of my formal schooling 
in this subject and with it you will 
better understand the weight you 
should give to what follows. 


If with this paper I put you to sleep 
or empty your chairs that will not be 
with a mass of statistics, even though 
with figures that an accountant 
does a large part of his work. How- 
ever statistics related to this subject 
have been compiled and presented in 
two documents and as I shall refer to 
them perhaps I should mention them 
now. They are: “The Administration 
of the CPA Law in New York State”, 
by Harlan H. Horner, Assistant Com- 
missioner for Higher Education in 
New York State, which was printed 
in The New York Certified Public 
Account of January, 1935, Vol. 5, 
pages 32-56; “Analysis of Candidates 
Admitted to the CPA Examinations 
since Jan. 1, 1938” by Eckes & Dean, 
CPA’s., in Report of May 15, 1944, 
10 pages 13” x 19” and 10 pages 
SS «= i. 


Both authors were well prepared to 
make these studies. Dr. Horner came 
to New York in 1904 with the new 
Commissioner of Education, Dr. An- 
drew S. Draper, president of the Uni- 
versity of Illinois, where an interest in 
education for business and accountancy 
was further promoted by its next presi- 
dent Edmund J. James. And during 
most of his service in New York Dr. 
Horner had been in charge of or close- 
ly asociated with the matters of edu- 
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cation and examinations for all the pro- 
fessions. And Walter N. Dean, BCS 
at New York University School of 
Commerce in 1910, CPA 415 of New 
York in 1913, in public practice as a 
principal during over 30 years, and 
for a time a teacher at St. John’s 
University School of Commerce, has 
heen mega of the New York 
joard of CPA Examiners since July, 
1930, Re! more recently Secretary and 
now President of the Association of 
Certified Public Accountant Exam- 
iners, in which the Examiners of all 
States and the American Institute hold 
membership. 

The first of these studies was pre- 
pared for an address before the State 
Society and covered 75 examinations 
from December 15, 1896, to October 
1, 1934, with a more detailed study of 
the 10 examinations during the last 5 
years of that period. The second study 
was made at the request of the State 
Education Department and paid for by 
the State Society. It brought down to 
June 30, 1943, the statistics in the 
earlier study ; and for the 5 years from 
January, 1938, to April, 1943, it pre- 
sented an analysis of the education and 
examination results of 2011 out of the 
3302 Candidates who were admitted to 
the examinations during that period. 


As to the Candidates analyzed or 
omitted the Report stated: “The num- 
ber analyzed covered 90% of the Candi- 

dates admitted prior to October 1941 

and, for the most part, the ones not 
included in the analysis could have 
taken no more than one, two or three 
examinations. In all probability, the 
inclusion of 1300 more candidates 
would not materially change the per- 
centages shown in these exhibits, and 
with the prevailing uncertainties of war 
and Selective Service in 1942 and 1943 
the earlier years reflect more normal 
conditions.” 

Perhaps this is a good place to note 
that the Report shows that dur ring the 
47 years from April 17, 1896, to June 
30, 1943, the New York State Board 
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of CPA Examiners rated the answer 
papers of 53,142 Candidates—which 
number of course includes the several 
trials of many Candidates. The fail- 
ures totaled 42,839 or 80.6%, and of 
the 10,303 Candidates who were passed 
or 19.4%, certificates were then issued 
to 9,324 Candidates who had the re- 
quired experience. Quite likely you 
know that New York examines about 
one-third of all the Candidates in the 
United States. 


Jesides the 9,324 certificates issued 
upon examination to June 30, 1943, 183 
certificates were issued during the first 
few years under the waiver provision 
of the original Law, and after July, 
1918, 655 certificates of other States 
were indorsed by New York. No doubt 
you all know that such indorsement is 
not limited to reciprocal action by the 
other States. New York does not re- 
quire reciprocity for its indorsement. 
After 3 years of the public practice of 
accountancy in any State or States, 
either as principal or staff accountant, 
and with residence or place for the re- 
gular transaction of business in New 
York State, New York will indorse the 
certificate of any State whose require- 
ments at the date of the issuance of its 
certificate were equal to those of New 
York at the same date. 


The subject assigned to me included 
The New York Experience which, of 
course, referred to the College Educa- 
tion as a Requirement for Certified 
Public Acountants. What I can tell 
you as to the experience of the Candi- 
dates must necessarily be almost wholly 
objective. And for that perhaps it may 
be instructive to consider the Candi- 
dates’ results in examinations both be- 
fore and after the introduction of the 
requirement of completion of the ie 
year course in a college or school « 
accountancy. You know of course tha 
the New York Law does not require a 
degree. While such courses of study 
in most institutions lead to degrees, 
some do not. Perhaps degrees mean 
more to educators than to accountants 
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who almost never mention their de- 
grees except in connection with their 
technical authorship, and some omit 
them even in those cases. 

In my 1937 paper I presented some 
statistics from the study by Dr. Horner 
of the 5 years 1929-1934 which showed 
that, of 7,371 Candidates, 604, 8.2% 
college trained men and 6,767, 91.8% 
high school, out of each group in a 
single examination—not always their 
first—4% passed all 4 subjects, 14% 
passed 3 subjects, and 12% passed 2 
subjects—making 30% of each group 
who received some credit, while 26% 
of the college men and 28% of the 
others passed only one subject. But 
Mr. Dean’s analysis of the 5 years 1938- 
1942 showed that of 2,011 Candidates, 
all college graduates, in their first ex- 
amination 320 (15.9%) passed all 4 
subjects, 323 (16.1%) passed 3 sub- 
jects, and 646 (32.2%) passed 2 sub- 
jects, making nearly 62.2% who re- 
ceived some credit. This suggests that 


700 Candidates Admitted 1934 


the college graduates in the 1938-1942 
examinations were much better pre- 
pared than the college men in the 1929- 
1934 examinations. However the re- 
sults during these two 5-year periods 
would not be fully comparable if there 
was a marked difference in the diff- 
culty of the examination questions or 
in the severity of the ratings in the 
two periods. Perhaps that may not be 
of importance because after May, 1930, 
there were only 2 changes in the per- 
sonnel .of the New York Board of CPA 
Examiners. 

Before leaving this discussion of the 
experience of Candidates under the 
College Education Requirement, I 
shall insert here some statistics as to 
the examination results of 700 Candi- 
dates admitted during the year 1934, 
and a comparison with the similar re- 
sults of the 2,011 Candidates admitted 
during the 5 years 1938-1942, whose 
records were analyzed in the Dean re- 
port. 


2,011 Candidates Admitted 1938/42 














Exam. Persons Passed Dropped Persons Passed Dropped 
No. Taking 4 Subjects Out Sitting 4 Subjects Out 
Bee gk ee tan 700 29 232 2.011 320 337 
Co6 aww 0e0% 439 46 217 1,354 341 264 
Oe aie Aisle ievus 176 31 93 749 200 141 
Pate saa eia.0 52 19 32 408 128 85 
Bos wes wise. 1 — -- 195 77 29 
ene Aaa @ae 1 1 os 89 31 19 
Seer — -- — 39 18 10 
See ee — — — 11 + a 
Dee We van -- — = 4 4 a 
Attempts ...... 1,369 4.860 
POP6ORS  .os.6:5. 700 126 74 2,011 1,123 888 
Rie oars wince catele 18.0 82.0 55.8 44.2 


If the 6 examinations taken by the 700 
Candidates admitted in 1934 and the 
10 examinations taken by the 2,011 
Candidates admitted during 1938-1942 
were fairly comparable as to difficulty, 
and if the ratings given to their answer 
papers were correspondingly fair (I 
say “if” because I participated in the 
preparation of the questions and in the 
individual and collective consideration 
of the ratings thereon) then the 1938- 
1942 Candidates had better staying 
power, because 195 or 9.7% remained 
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after 4 examinations—of whom 134 
finally passed on their 5th to 9th at- 
tempt, while only 1 of the 1934 Candi- 
dates kept on after his 4th examina- 
tion. However this is not a comparison 
of college men only, because the 700 
Candidates in 1934 included a large 
number, probably much over one half, 
who had not gone beyond high school. 
But for a consideration of the results 
of their education perhaps only the first 
or first two examinations should be 
taken because a large proportion of 
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those who failed at first prepared for 
further attempts in coaching courses 
or by self instruction. 

Turning to the experience of the 
Examiners I am somewhat better in- 
formed. For the 100 examinations dur- 
ing the 50 years 1896 to 1945, the New 
York State Board of CPA Examiners 
prepared its own questions. This is 
true although for the last 3 the ques- 
tions in Commercial Law were the 
same as those in the uniform CPA Ex- 
aminations, prepared by the Board of 
Examiners of the American Institute 
for the States which used its service. 
The use of the same questions in that 
one subject resulted from the fact that 
having that subject for the New York 
Board and being of the two members of 
the Institute Board that prepared the 
Law questions for the Uniform Exam- 
ination I economized in time and effort 
by using questions with which I was 
satisfied for both examinations. 

In passing let me call your attention 
to the fact that the American Institute 
of Accountants does not give examin- 
ations and has not done so for about 
10 years. There is no Institute exam- 
ination even though that expression is 
heard too frequently. In confirmation 
of this statement I refer you to the 
editorial on page 91 of the February, 
1946, issue of the Journal of Account- 
ancy. And even though for 1946 at 
least, New York will use the questions 
of the Uniform Examination it will 
still be one for which our Board as- 
sumes responsibility. 

As to the severity of the examina- 
tions, in New York State the New 
York Board has considered that it 
should be set for the level of semi- 
seniors although the Institute Board 
at least for a time felt that it should 
be set for senior accountants. And as 
to the reasonableness of the ratings the 
practice of the New York Board has 
been that the original or tentative rat- 
ings should be rather strict or severe, 
so that when the Board met to compare 
ratings on the 5 papers in 4 subjects it 
might consider good marks in one or 
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more subjects as a basis for raising to 
the passing mark of 75 the rating on 
some subject so as to give a Candidate 
as much credit as possible. And when 
a Candidate requests a review of his 
rating in some subject (formerly al- 
lowable on ratings of 60, but not only 
on 65) the Board considers his rat- 
ings in that subject in all prior exam- 
inations, 

As to the Candidates’ educational 
preparation for the examinations, I 
would think that the results in their 
first examination would be a fair meas- 
ure of the quality and quantity of the 
instruction which they had received— 
if, but only if all other conditions were 
equal which, of course, they were not 
and could not be. The 2,011 Candidates 
admitted from January 1, 1938, to 
April 1, 1943, came from 55 schools 
of which 27 schools furnished only 34 
Candidates. Of the other 1,977 Candi- 
dates, 1,797 came from 13 schools in 
New York State, 693 to 4 each; and 
180 came from 15 schools in other 
States, 47 to 4 each. Many of these 
180 had been suggested to and inter- 
viewed and engaged by representatives 
of New York firms. Probably they 
were from the groups of high ranking 
students in their schools. On the other 
hand the 1,797 from 13 New York 
State schools probably were from all 
ranks in those schools, top, middle and 
bottom. If these surmises were correct, 
I expected that the Candidates from 
other States would show better in their 
first examinations than those from New 
York State schools. 

That proved to be the fact. Of the 
1,797 Candidates from 13 New York 
schools 277, 15.4%, passed their first 
examination and of the 180 from 
schools in other States 38, 21.1%, 
passed. But individual schools did not 
conform to that pattern. They showed 
some striking variations. The highest 
result, 50%, was from another State 
school with 2 passed of 4. The next 
highest, 37.5%, was shared by one other 
State, with 3 passed of 8, and by one 
New York school with 10 times the 
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Candidates, with 30 passed of 80. The 
next 3 groups were Ist, one other State 
school 33.3%, with 2 passed of 6; 2d, 
two other State schools each with 2 
passed of 8 and one other State and one 
New York State school each with 1 
passed of 4, 25% in each of 4 schools ; 
and 3rd, one other State school with 
second largest list, 23.5%, for 8 passed 
of 34. But the next highest, 22.2%, was 
a surprise to me because it was the 
New York school with the largest 
group of Candidates with 154 passed 
of 693. Then the next highest, 21.3%, 
was one other State school with 10 
passed of 47. The percentages of 10 
other New York Schools and of 7 
schools in other States ranged from 
20% down to none from one New York 
and one other State schools who had 
only + and 6 Candidates in the ex- 
amination. 

This study of the examination re- 
sults of 180 Candidates from 15 schools 
in other States and of 10 times as 
many from New York State schools 
convinces me that students who have 
spent + years in the day classes or 6 
years in the evening classes in the 
schools have been exposed to a quan- 
tity and quality of instruction which 
should have prepared them for the 
examinations in Commercial Law, 
Theory of Accounts and in the theo- 
retical parts of Auditing. I never have 
believed that schools were or could 
be prepared to teach successfully the 
subject of Practical Accounting or the 
practical part of Auditing. 

Recent developments have only 
strengthened this opinion. During 
many years when Candidates in New 
York were permitted to take all 4 sub- 
jects when they had the educational re- 
quirement and one year of experience 
in simple accounting or bookkeeping, 
the failures in Practical Accounting far 
outnumbered those in any of the other 
3 subjects. A few vears ago the New 
York rules were revised to require 
that before a Candidate would be ad- 
mitted to the examination in Practical 
Accounting, he must have had besides 
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the other qualifications two years ex- 
perience in public practice in the em- 
ploy of a CPA. This change did not 
affect the other 3 subjects. The result 
has been that the failures in this subject 
have been reduced and now are much 
fewer than those in Auditing. I ex- 
pect that in the future Auditing will be 
divided into its Theory and its Practice, 
and that CPA experience will be re- 
quired before a Candidate is admitted 
to sit for Auditing Practice. 

I do not wish to belittle the efforts 
of the schools in their attempts to teach 
Practical Accounting and Practical 
Auditing by means of laboratory work, 
But the situations and_ transactions 
which they are able to put before their 
students in the laboratories are those 
which have arisen in CPA offices years 
before, whereas many such offices are 
confronted with novel situations at 
least once a vear and usually much 
more often. Without denying the im- 
portance of school work for the be- 
ginner, experience in practice is even 
more essential. 

As I have indicated I believe that the 
experience of the New York State 
Board of CPA Examiners has demon- 
strated the value of College Education 
as a Requirement for Certified Public 
Accountants. Instead of 50-50 appor- 
tionment between liberal arts and tech- 
nical subjects I would have preferred 
60-40 or even 75-25. If accountancy 
is a trade only, we should cut out the 
cultural subjects to save time. But if 
it is a profession, then practitioners 
should be educated men. However, 
since New York has started out with 
the 50-50 apportionment of a 4-year 
course, I do not advocate a change in 
that proportion for the present. But 
when the courses are to be length- 
ened I hope that the change will be by 
the addition of at first one year, later 
two years, to the fundamentals, Eng- 
lish, History, Science, perhaps Lan- 
guages. 

Thus far I believe I have not criti- 
cized the schools. But I can and shall. 
In so far as I know they are using good 
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tools and wise methods. However, it 
must be that their inspection of the 
materials on which they work is lax or 
non-existent. Manufacturers do not 
accept their vendors’ assurances of the 
quality of the raw materials they pur- 
chase without inspection and tests of 
the materials. If any should do so the 
buying public would soon be rejecting 
the manufacturers’ products just as the 
CPA Examiners are rejecting too large 
a proportion of the product of the 
colleges and schools of accountancy. 

A high school diploma does not in- 
sure that the holder has satisfactorily 
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completed a 4-year course in that 
school. The New York State Board 
could give you many illustrations but 
I have time only for citation from two 
letters from one college graduate. Both 
letters contained a word spelled p-r-i-v- 
a-l-a-g-e. One also had these spellings 
s-u-f-f-i-e-n-t and g-r-a-t-t-0-u-s-l-y. 
And one had e-.-p-e-d-i-a-t-e while the 
other simplified it to e-«-p-i-d-1-t-e. Bad 
grammar, big words where they do not 
belong, inability to read or understand 
what they read. Unless the schools will 
do the necessary screening, the Exam- 
iners must continue to do so, 
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College Education as a Requirement for 
Certified Public Accountants 1n 
New York State 


(From the Viewpoint of the Practitioner) 


By Raynonp G. 


tia New York State C.P.A. law 
specifies that candidates for the 
examination leading to certification 
must be graduates of colleges or schools 
of accountancy registered by the State 
Education Department as maintaining 
satisfactory standards. To meet satis- 
factory standards, a school must offer 
a four vear course or its equivalent in 
cultural and business subjects includ- 
ing 24 hours of accounting, 8 hours 
each of business law and finance and 6 
hours of economics. You will observe 
that a candidate need not have a college 
degree to take the C.P.A. examination 
and conversely, the fact that a candi- 
date holds a degree does not necessarily 
mean that he possesses the necessary 
background to take the examination. 
However, an education at college level 
and consequently most candidates are 
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with a major in accounting is required 
college graduates. 

The New York State C.P.A. law 
setting these minimum scholastic re- 
quirements did not become effective 
until January 1, 1938, but it should be 
noted that the legislation putting it on 
the books was enacted several years 
earlier. Because of the broad implica- 
tions of this law, the effect of its en- 
actment was not limited to New York 
State. Without question, it had a pro- 
found effect upon the employment poll- 
cies and practices of public accounting 
firms throughout the country. It also 
set a criterion for an accounting major 
which many schools throughout the 
country considered expedient to follow. 

I do not mean to infer that prior to 
the enactment of this legislation, public 
accounting firms did not favor college 
Sacer when employing men for 
their staffs—because as a matter of fact 
they did. For many years it had been 
the practice of a number of firms to 
employ college graduates almost exclu- 
sively. However, before the passage of 
the New York State law, there was less 
uniformity in the scholastic background 
of men employed by public accounting 
firms. For example, some graduates 
had majored in accounting but others 
had little, if any, technical training to 
fit them for the public accounting field. 
Why did public accountants employ 
men having such diversified back- 
grounds? They had little choice. They 
knew they needed well educated men 
but found only a limited supply of high 
grade accounting majors who intended 
to make public accounting a career. 
The supply was far short of the de- 
mand. 
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However, after the enactment of the 
New York State C.P.A. law the sup- 
ply of accounting majors indicating 
interest in public accounting increased. 
It seems as though the college educa- 
tion requirement as a prerequisite to 
becoming a C.P.A. gave public account- 
ing more prestige in the minds of stu- 
dents and made them more conscious 
of the opportunities existing in this field 
of endeavor. 

The law was of assistance to em- 
ploying practitioners in another way. 
It provided a yardstick by which they 
could gauge the adequacy of the tech- 
nical training of applicants. As you 
know, most public accountants are not 
educators — therefore they probably 
had some difficulty in evaluating the 
scholastic records presented to them by 
applicants. Subsequent to the enact- 
ment of the law, employers could refer 
to the list of schools registered by New 
York State to determine whether the 
applicant had met certain minimum re- 
quirements, 

Why do public accounting firms con- 
sider college graduates with an account- 
ing major as best qualified to enter the 
public accounting field? To answer this 
question, let us review the experience 
practitioners had in training graduates 
who lacked accounting knowledge. In 
the first place, as a condition of em- 
ployment these graduates agreed to 
study accounting and related subjects 
at night schools or by correspondence. 
Then, after a short indoctrination 
period in the office of their employer 
these beginners were assigned to ac- 
counting engagements. Obviously, for 
many months they were used only on 
routine work requiring-little or no ac- 
counting knowledge. Furthermore, 
their work was performed under close 
supervision. Later, as they gained 
technical knowledge and _ skill, they 
were gradually given more responsi- 
bility. Their progress was slow for 
several years but today many of these 
men hold high positions both in public 
accounting and in the business world. 

For the most part, practitioners were 
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satisfied with the results obtained in 
developing these beginners. However, 
there were two important reasons why 
they did not wish to continue this prac- 
tice. First, men without necessary 
technical knowledge took too long to 
develop. For example, college gradu- 
ates with little or no training in ac- 
counting and related subjects required 
approximately four years to progress 
to the rank of semi-senior accountant 
whereas graduates who had majored 
in accounting advanced to the same 
rank in about one-half that time. The 
other reason is that public accounting 
firms were and still are reluctant to 
send beginners without accounting 
knowledge to clients’ offices even to 
perform the most routine work. 


What I have said about college 
graduates with accounting majors as 
being the most desirable applicants be- 
cause of their technical background 
raises another question. Why are not 
men who have had specialized training 
in accounting and related subjects, but 
lack a complete college education con- 
sidered adequate? Surely men with 
good accounting training can be sent 
to clients’ offices in the capacity of 
junior assistants, make a creditable 
showing and cause their employers no 
embarrassment. Although this may be 
true, to progressive employers it is not 
enough. Employers set their sights on 
the future—they want to take all steps 
possible to satisfy themselves that to- 
day’s beginners have those qualities 
necessary to become top seniors, super- 
visors or members of their firms. Hav- 
ing this point of view, employers look 
for men with a liberal education in ad- 
dition to an accounting specialization. 
The kind of men they seek should 
possess keener perception, better judg- 
ment and a sounder understanding of 
human relationships than men trained 
along narrower lines. 

I do not mean to intimate that a 
liberal college education is an open- 
sesame to these characteristics, nor do 
I mean to infer that men without bene- 
fit of this liberal education could not 
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acquire these characteristics. There 
are a number of men at the top of our 
profession today who do not possess a 
college degree but, in most cases, these 
are men who have grown with the pro- 
fession or who are exceptional and 
probably would obtain a high position 
in whatever field of endeavor they at- 
tempted. 

Now let us move to another question. 
Are employers satisfied with the train- 
ing received by graduates of those 
schools throughout the country which 
meet the New York State educational 
requirement? The answer to this ques- 
tion is a qualified “yes.” I believe that 
employers are very well pleased with 
the accounting knowledge and general 
background obtained by these gradu- 
ates. However, most practitioners 
find them to be inadequately prepared 
in auditing and woefully deficient in the 
use of English, both oral and written. 

These weaknesses have been dis- 
cussed at some length at the last two 
joint meetings of the Committees on 
Education of the American Institute of 
Accountants and of the American Ac- 
counting Association. This subject 
has also had the serious consideration 
of the Committee on Education of the 
New York State Society of Certified 
Public Accountants. It appears to be 
the consensus of those with whom I 
have talked that the weakness in audit- 
ing is the result of insufficient time 
spent on instruction of auditing funda- 
mentals and, probably in some in- 
stances, a lack of practical knowledge 
on the part of instructors in the appli- 
cation of auditing principles. It seems 
doubtful that adequate auditing instruc- 
tion can be given in the usual four 
hours allotted to this subject. 

The deficiency in the use of English 
is not primarily the responsibility of 
colleges. Colleges, it would seem, are 
responsible only because they enroll 
students who are so deficient in the use 
of English that the deficiency cannot 
be overcome within a period of four 
years. I understand that some colleges 
are stiffening their entrance require- 
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ments in an endavor to correct this 
condition. It is possible that colleges 
could do more in cultivating the proper 
ise of English, both written and oral, 
if the subject were treated as important 
in every class as it is in English c’asses. 

Earlier in my talk I mentioned that 
before the passage of the New York 
State C.P.A. law there was only a 
limited supply of high-grade account- 
ing majors who were interested in pub- 
lic accounting as a career. Within the 
next few years I believe there will be 
a complete reversal of this condition. 
The change will be brought about by 
the relatively large number of war 
veterans who are apparently interested 
in public accounting. 

As nearly as I have been able to de- 
termine, many veterans chose this vo- 
cation while still in military service 
because of one or more of the following 
reasons : 

(1) The itinerant nature of the work 

appealed to them. 

(2) They were impressed by the 
evident need for accountants 
during the war and the conse- 
quent opportunities open to 
service men having accounting 
knowledge to obtain commis- 
sions or “soft” jobs. 


(3) The result of so-called aptitude 
tests and advice of so-called vo- 
cational experts. 

(4) They held minor positions as 
bookkeepers and clerks before 
the war. Now they want to 
better their positions. The G. I. 
3ill gives them the opportunity 
to study accounting at govern- 
ment expense. 

[ fear that many veterans have been 
ill-advised in choosing the public ac- 
counting field and that others will fall 
by the way-side when they learn that 
public accounting is not a “soft” job. 
But, there will be many who are pecu- 
liarly well fitted for public accounting. 
I sincerely hope that the vocational 
guidance departments of colleges will 
carefully screen veterans to determine 


November 





this 
eges 
oper 
oral, 
‘tant 
sses, 
that 
Y ork 
ly a 
unt- 
pub- 
1 the 
ll be 
tion. 
t by 
war 
sted 


> de- 
; VO- 
rvice 
wing 


vork 


the 
fants 
ynse- 
| to 
iting 
mis- 


tude 
| vo- 


S as 
fore 
it tO 
G. I. 
inity 
rern- 


ting. 
onal 

will 
mine 


nber 





College Education as a Requirement for C.P.A.’s in New York State 


their qualifications and I also hope that 
those who do the screening will not 
select introverts as being fitted for pub- 
lic accounting work. 

In talking with veterans, I find that 
most of them know they will 
college education to succeed in public 
accounting. Of course, most of the 
veterans I talk with are from New 
York State and accordingly they would 
expect to meet the requirements of the 
C.P.A. law of their home state. How- 
ever, the unusually large enrollments 
in accounting departments of colleges 
indicate a general acceptance of a col- 
lege education as a prerequisite to en- 
tering the public accounting field. With 
the acceptance of the need for this edu- 
cational background by so many prac- 
titioners and by young people who plan 
to enter the profession, is it not sur- 
prising that only New York State has 
a four year college level educational 
requirement ? 


require a 


Probably we should not be too sur- 
prised, The accounting profession in 
this country is only 50 vears old and 
I believe it can be justifiably proud of 
the progress it has made during this 
relatively short period. Furthermore, 
the teaching profession is entitled to 
share in the credit for this progress. 
Certainly without the continued co- 
operation and enervetic effort on the 
part of members of accounting depart- 
ments of colleges and schools of busi- 
ness administration this rapid progress 
could not have been made. 


The New York State C.P.A. law 
with its present educational require- 
ment, has been effective for only ten 
vears. In this short time it has been 
a potent influence in increasing the 
prestige of the profession and in ele- 
vating the educational level of prac- 
ticing accountants—not only in New 
York State but in all the states. 


The Briefcase 


For professional men only, a briefcase is almost a limb. 


3riefcases have played a great 


part in my own life; I know how dear they can be. The briefcase is the professional man’s 


breviary, his bourse, his book of common prayer. If you knew all about briefcases, you'd 


have the secret of many things. 


1946 


From—“The Consolable Widow” 
By CHRISTOPHER MORLEY 
In Ellery Queen’s Mystery Magazine 


641 








The New York Certified Public Accountant 
? - 
Taxpert’s Thanksgiving 
By Lewts Giuick, C.P.A 
I am thankful for Section 23 (x) of the Internal Revenue Code, which permits 


me to deduct extraordinary medical expenses for 1946; and pray I won't 
have to avail myself of it for future years. 


_— 


am thankful for the New York State Society’s Insurance plan; and I pray 
I may always pay my premiums promptly and never need to collect benefits. 


— 


am thankful I can get some butter, deapite the price; but pray Congress will see 
the cruelty and folly of maintaining the margarine taxes. (I.R.C., Sec. 2301) 


— 


am thankful for my terminal leave pay and its exemption from tax; and pray 
that Congress will realize that all service pay and pensions should be exempt. 


— 


am thankful to the California Co!lege of Commerce for giving me the pleasure 
of teaching my profession as well as practicing it; and pray that I may merit 
my fee by educating a future generation of good auditors and taxperts. 


ad 


am thankful for the many readers who have expressed their appreciation for 
my short contributions in 1946; and pray for guidance to write as well in 
1947, so I may continue to enjoy their patronage. 


be 


COMMITTEE ACTIVITIES 


Question: May I respectfully ask for an opinion as to the propriety of the 
professional conduct of those accountants who operate private 
accounting (CPA) course schools and who employ newspaper and 
other advertising media? Does such advertising come within the 
bounds of proper professional conduct? 


Answer: Your recent letter to the New York State Society of Certified Public 
Accountants has been referred to the Committee on Professional 
Conduct. It is the opinion of the Committee that a member ‘of the 
Society who is identified with accounting course schools may include 
his name and the initials “C.P.A.” in any advertising matter issued 
by such schools providing the advertisements are dignified in char- 
acter and contain no misrepresentations or misleading information. 
It is believed by the Committee that a member should not make any 
reference in such advertising material to any public accounting 
practice with which he may be identified. 


—Committee on Professional Conduct 
Harotp B. Simpson, Chairman 
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By EMANUEL SAXE, C.P.A. 


Some Thoughts on Education for Public Accountancy 


When Congress enacted the G. I. 
Bill of Rights, probably none of the 
members then envisaged the tremen- 
dous impetus to higher education which 
was provided by this law. A study re- 
cently made by Dean Partsch of Rut- 
gers University indicates that by 1950, 
an estimated 6,000,000 students will 
have been enrolled for study at the col- 
lege or university level.! Although 
this phenomenal enrollment is expected 
to recede to about 3,733,000 by 1960, 
nevertheless, that will still be twice as 
many students as were attending in 
1940, 

Recent indications disclose a rather 
considerable surge towards enrollment 
in education for business, with a sub- 
stantial proportion of these students 
planning to major in accounting.? Nor 
did this trend in higher education 
toward preparation for an occupation 
or profession escape previous notice. 

Thus, a nation-wide survey among 
4.000 students in 41 colleges, conducted 
by the American College Publicity As- 
sociation, indicated a 90% vote for a 
college course which would combine 


the teaching of how to live and how to 
make a living. Benjamin Fine re- 
ported that in Minnesota, 2,500 fresh- 
men said they wanted a good education 
to prepare them for leisure-time activi- 
ties and for citizenship, but that they 
also equally wanted training for a job.4 

In March of 1945, the American 
Council on Education reported on a 
study of the future educational plans 
of overseas fighting veterans, which 
was conducted by 14 officers in charge 
of education work for the Armed 
Forces. The consensus was that the 
men in uniform looked forward to the 
type of education that would prepare 
them for jobs.> 

Shortly thereafter, the Fortune sur- 
vey conducted in collaboration with the 
Committee on Post-War Training at 
Yale University, reported an almost 
unanimous desire for the importance 
of vocational training: 87% of the 
adult civilians polled in this survey felt 
that training to fit a person for a spe- 
cific occupation or profession was an 
important purpose of college education 
for the individual concerned.® 


1The New York Sun (Editorial), August 2, 1946. 


The “Report on Operations of the Board of Higher Education Units in the New York 
City Veterans’ Service Center”, submitted to the Board of Higher Education at its meeting 
of September 23, 1946, discloses the following data regarding fields of study preferred by 


the veterans interviewed at 500 Park Ave., N. Y. Service Center: 


IB OR NE ooo. v i vv onus eee cneeee 
Business Administration ........... 
WAMOko Dh EUS. Coc coer ctnencacaveeas 
All other fields together............ 


10,000 Veterans 2,459 Veterans 


to June 1 June 1-Aug. 31 
Sati ee were 28% 25% 
aenaivens 24% 24% 
Sedeeates 14% 20% 
errr e 34% 31% 


100% 100% 


0 
See, also, “Education for the Accounting Profession”, by James W. DeVault. The New 
York Certified Public Accountant, August, 1945, p. 413. 


7) 


1945. Pages 178-9. 
5 The New York Sun, March 10, 1945 


The New York Times (Editorial), February 12, 1945. 
Democratic Education, by Benjamin Fine. New York: Thomas Y. Crowell Co., 


6 Fortune, April, 1945; New York Herald Tribune, April 5, and 12, 1945. 
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The New 


The Hunter College student poll in- 
dicated that 500 selected residents of 
New York believed that the municipal 
college system (1) should prepare tor 
a job—2 ee) Posse furnish a cul- 
tural ie Saha —8% ; (3) should do 
both—65%. (4) Only 4% had no 
opinion.” 


An alumni committee of one of our 
great liberal arts colleges, in studying 
its post-war function, reported that in 
order to prepare a student for mature 
participation in the society in which he 
lives, it was both conceivable and de- 
sirable that some vocational motivation 
be introduced, especially in the last two 
years.® 


These are clear indications from all 
ages and walks of life of a popular and 
democratic demand for the kind of col- 
lege education that will combine cul- 
tural and technical training. Indeed, 
one of our leading educators observed 
that there must be no dichotomy be- 
tween the technical and the cultural, 
for the reason that neither has mean- 
ing without the other. A truly liberal 
education, Dr. Klapper said, is a bal- 
anced education which helps us to con- 
ceive the idea of a free life and gives 
us the power to attain it.? 


The modern collegiate school of 
business is in a unique position to meet 
the requirements of this need, for it is 
7 The New York Sun, July 28, 1945. 
8 Amherst Tomorrow, 
College; Amherst 


York Certified Public 


A Report of the 
Alumni Council News, February, 1945, page 52. 


Accountant 


so constituted as to maintain the proper 
balance between the liberal arts tradi- 
tion and the specific requirements of 
preparation for a professional career in 
any of the various phases of business 
activity.!? 

curriculum 


In terms of types of 


structure for such a school, I would 
favor the “diagonal” plan, as recently 


described by Professor Boyd,!! wherein 
the student begins his studies with a 
program containing a preponderance of 
subjects in the liberal arts division and 
a sprinkling of business subjects. As 
he continues through his collegiate ca- 
reer the trend is reversed so that, in 
his senior year, the student is pursuing 
a heavy concentration in his specializa- 
tion group together with a light general 
elective program. 

The general advantages of this plan 
are (1) the problem of articulation be- 
tween high school and college is there- 
by minimized; (2) the student is intro- 
duced to business in broad _ terms 
through a general survey of business 
structure, organization, procedures, and 
laws,—all of which are basically related 
to the accounting process!?; (3) the 
general business subjects are “ appropri- 
ately introduced before specialization 
is begun; and (4) the choice of a spe- 
cialty is deferred until such a time as 
the student has surveyed generally the 
various fields of business endeavor. 


Alumni Committee on Post-War Amherst 


See, also, the observations of Dr. Ordway Tead on the subject of curriculum in his 
Annual Report, as Chairman of the Board of Higher Education of the City of New York, 


for the year ended June 30, 1945: ‘ 
page 23. Likewise, his “Bridging the Gulf 
Bulletin No. 5, Board of Higher 

’ Paul Klapper, in his Centenary 
series on 
Temple E manu- El, New York, N. Y 

10In “The 
Raymond G. 


‘New Opportunities on Our City Campus ( 
3etween Liberal and Vocational Education”, 
Education of the City of New York, November 22, 1945. 
Address entitled, 
“Moral and Spiritual Foundations for the Ra orld of Tomorrow” 
, January 
Question of Staff Training”, 
Ankers, Personnel Manager of Lybrand, Ross Bros. and Montgomery, said 


(1944-45)”, 


A Transition”, in the 
delivered at 


“Education: 


28, 194 


The pene oe Review, January, 1946, 


that, “. . . at the outset of World War II and thenceforth on, most of the public accounting 
firms seek only graduates of schools of commerce who have completed a four year course 


of study including both cultural and technical subjects.” 

1*A Suggested Program for College Training in Accountancy 
See, also, 
. Bulletin, July 1, 1946. 
Accounting on the Collegiate Level”, by Hiram T. Scovill 


The Accounting Review, January, 1946. 
Accounting”, by Stanley A. Pressler. N.A.( 

12“Education for Public 
The Accounting Review, July, 1946. 


044 


", by Ralph L. Boyd. 
“College Training for Industrial 
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Professional Comment * 


From the specific viewpoint of edu- curriculum should be apportioned to 
cation for public accountancy, this form the area considered in Part 1. ° 
of curriculum design (i.e., the “diag- Part 2 deals with the objectives of 
onal” type) permits the accountancy the offerings denominated general 
student to deter his decision to prepare business education, to which I would 
for this particular phase of the field all Amite of 0 ; 
until he has virtually completed his * oS CRE OE Tae ee eee 
specialization group and has been “‘ex- of study. ‘ wi 
posed” to the various areas of possible Part 3 states the aims and objectives 
professional interest in the general field of the specialized training that I would 
of accountancy. require of all candidates preparing for 
careers in public accounting. In my 
opinion, approximately one-fourth of 
the total offerings should also be re- 
quired under this heading.!* 


I turn now to the expression of these 
general ideas in terms of specific cur- 
ricular aims and objectives : 


Part 1 of the tabulation which fol- 
lows states those aims which pertain to 
the development, disciplining and har- PROPOSED OBJECTIVES 
monizing of the student’s general in- of a 
terests, a vital part of the curriculum COLLEGE CURRICULUM 
since all professional training must be FOR THE TRAINING OF 
based on a broad, liberal education. PUBLIC ACCOUNTANTS 


Nor am I concerned with the expres- 


sion o se objectives in terms of spe- 

10n ¢ f these oO njectiv es In terms ot spe Part 1: SPECIFIC AIMS OF THE 
cific course offerings or their measure- BASIC CULTURAL 

ment in terms of either semester hours EDUCATION!5 

or college credits. That will follow 


naturally and easily once these aims “That man has had a liberal education 


who has been so trained in youth that 


and objectives are recognized as valid. his body is the ready servant of his will; 
But I am concerned that, irrespective ny intellect - - a mover cold, 
ae as Sgt ig <= - ogic engine, ready to be turned to any 
ot whatever is evolved in this consec- kind of work and spin the gossamers as 
tion, tle development and administra- well as forge the anchors of the mind; 
tion be along the lines of the broad whose mind is stored with a knowledge 
diniitcmsih entemiiies that: ah tea -dadl. of the great and fundamental truths of 
sional groupings that will be indi Nature; one who is full of life and fire 
cated, rather than within the narrow but whose passions are trained to come to 
confines of the compartmentalized heel by a vigorous will; who has learned 
Be to love all beauty, to hate all vileness, 

structure of the traditional depart- and to respect others as himself.” 
ment.!3_ Approximately one-half of the Tuomas HuxLey 


13“The high degree of departmentalization of curricula accounts for the large areas of 
darkness to which many students seem destined today. This specialization of knowledge 
resu'ts in highly segregated subjects presented to the student as the mature scholars organize 
their content. The young student lives an intellectual day that consists of seemingly 
unrelated activities. He goes from history to mathematics, from mathematics to English, 
from English to political science, from political science to physics, and so on to other 
water-tight compartments of knowledge. His school or college day does not possess the 
unity of life as he sees it and lives it.”—Paul Klapper, “Education: A Transition”, supra. 

14 Professor Boyd would also require 25%—“A Suggested Program for College Training 
in Accountancy”, supra; while Dean Scovill would prescribe 27% in this connection— 
“Education for Public Accounting on the Collegiate Level”, supra. 

15 Not everyone will necessarily accept the five major classifications into which I have 
divided the field of the student’s general education. Nor do these indicated groupings yield 
mutually exclusive categories; there is admittedly some overlapping. Furthermore, the 
tabulation of aims and objectives within each group is intended to be suggestive rather than 
complete and conclusive. 
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“The process of education is essen- 
tially a mode of mental living that pre- 
pares us to meet change with courage 
and understanding.” 

PAUL KLAPPER 


“T fight ... because I have a mind, a 
nd which has been trained in a free 
school to accept or to reject, to ponder 


and to weigh—a mind which knows the 
flowing stream of thought, not the stag- 
nant swamp of blind obedience; a mind 


schooled to think for itself, to be curious, 
skeptical, to analyze, to formulate and to 


express its opinions; a mind capable of 
digesting the intellectual food it receives 
from a iree press—because if a mind does 


not think it is the brain of a slave. 


CorporaL JAcK J. ZUROFSKY 


THE BASIC TOOL OF KNOWL- 
EDGE AND COMMUNICATION: 


Language) 


The student must be adequately 
trained in effective methods of 
communication. 


1. Knowledge and command of cor- 
rect patterns of speech, voice and 
gesture; of proper syntax, rhet- 
oric and usage; and of a compre- 
hensive, expressive and forceful 
vocabulary. 


2. Skill in the effective, accurate 
and logical organization and ar- 
rangement of thoughts and ideas. 


3. Ability to speak clearly, continu- 
ously, pleasantly, and effectively. 


4. Ability to write letters, reports, 
etc., accurately, logically, inter- 
estingly, effectively, and with 
originality and facility of expres- 
sion. 


5. Knowledge of modern foreign 
language to an extent sufficient 
to maintain basic communication 
in it. 


Note: Art and Music are, of course, 
also considered to be means of com- 
munication. I have preferred to in- 
er : 
clude them under Part IT. 
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MAN AS AN INDIVIDUAL: 
(Literature, Art & Music) 
The student must be adequately 
trained in esthetics and human- 
istics as the foundation for an 
intelligent and satisfying mode 
of individual life. 
Knowledge of the great literature 
of our language and culture; also, 
of comparative literature, based 
upon knowledge of other lan- 
guages and their literatures. 


Understanding of art and music 
sufficient to provide the basis for 
their appreciation and enjoyment, 
as well as for skill in perform- 
ance. 


Development of attitudes and 
habits basic to all appreciation 
and enjoyment. 


Appreciation of the values inher- 
ent in recorded human thoughts 
and ideals. 


MAN IN RELATION TO HIS 

SOCIAL WORLD: 

(The Social Studies) 
The student must be adequately 
trained for intelligent and har- 
monious participation in group 
activities and relationships. 


Knowledge and understanding of 
the nature of our social order; of 
the existence of problems therein 
and of the basis and nature 
thereof; of the importance of 
their solution, and of the respon- 
sibility of the individual and the 
group for their solution. 


Understanding of the nature, op- 
eration and_ historical develop- 
ment of cur economic, social, 
legal, political and educational 
institutions. 

Knowledge of the duties, obliga- 
tions and responsibilities of the 
alert and intelligent citizen. 


Development of an individual at- 
titude towards a comprehensive 
outlook in life. 
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5. Appreciation of moral valuesand V. MAN IN _ RELATION TO HIS 
their application to modes of ee AND MENTAL STA- 
conduct. : 
uately 7 : . : (Health, Recreation and Guidance) 
iman- 6. Understanding of the factors of 
or an human nature, behavior and’ ex- The student must be adequately 
mode perience affecting the individual trained in the development of 
as a personality and as a member wholesome physical habits and 
atte of a social group. ideals, and of desirable mental 
; also, 7. Knowledge of the importance of attitudes. ‘ 
based collecting data; ability to subject 1. Knowledge of what is good 
lan- data to appropriate statistical health, proper organic growth 
procedures, to interpret data and and development ; of relationship 
oe to make valid judgments based of efficient functioning to good 
te thereon. health. 
cit 2. Acquisition of wholesome, per- 
form- IV. MAN IN RELATION TO HIS manent, constructive health, nu- 
PHYSICAL WORLD: trition and recreational habits 
“i (Science and Mathematics) necessary to maintain individual 
eer The student must be adequately and CORERESY health. 

trained in the scheme of nature 3. Development of traits of student 
ahaew: and Man’s place therein; in the leadership —_ participation 
iilaee habit of critical, disciplined ob- a ay ee 

" servation and thought—the sci- 4. Knowledge and understanding of 
entific method. the nature, emergence, structure, 
HIS 1. Recognition of the need for and — th and —— ss the 
the classification of scientific acee perieinny: se a bes 
knowledge. portance of proper and effective 
personality characteristics and 
ately 2. Knowledge and understanding of social skills in business, civic, and 
har- the evolution, growth, structure social life. 
roup and function of living things; of 5. Knowledge and understanding of 
the effect of chemistry upon our the nature and importance of the 
ig of life and civilization; of the na- ethical and spiritual values in all 
oa ture and operation of the physi- life. 
erein ‘3 universe ; of the — of _ 6. Knowledge and understanding of 
ature ee ee professional and vocational re- 
e of tion and politics. quirements and opportunities and 
spon- 3. Acquisition of the techniques, of desirable aptitudes basic to the 
1 the methods and theories basic to various fields of work. 
such knowledge and understand- 
. Op ing. a ; ’ 

& - , _iberal materials and purposes do not 
elop- 4. Knowledge of the extent to which end abruptly where the vocation or pro- 
cial, mathematics is basic to our exist- fession begins.” 
ional ence and progress; of the extent J. Hucu Jackson 

of mathematical knowledge, the- 
liga- ories and hypotheses. Skill in p.., 2. gpecrFIC AIMS OF GEN- 
the making absolute or approximate ERAL BUSINESS EDUCA- 
computations. TION 
1 at- 5. Development of the habit of criti- _ Business education should attempt to 
: : : . . define the public interest, to describs 
isive cal, consecutive, disci Pp lined going operations, to impart a clear sense 
thought based on tested fact. \f the several functional responsibilities 
nber 1946 647 
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necessary to the conduct of economic life, 


to 
of 


appraise the contemporary operation 
these functions critically and to think 


creatively about their improvement.” 


La 


Orpway TEAD 


NTERNAL BUSINESS 


RELATIONSHIPS: 


A. 


B. 


The student must be adequately 
trained to know and understand 
the internal affairs of a business 
organization. 


From the Viewpoint of Function: 
Knowledge and understanding of 
purchasing, materials control, and 


production methods and ad- 
ministration. 


Knowledge and understanding of 
the function and scope of the 
enterprise’s markets, wholesale 
and/or retail, as well as of the ad- 
ministration of the related func- 
tional divisions. 

Knowledge and understanding of 
the business’ sources of financial 
supply and their operation, as 
well as of the administration of 
its investments, credits and col- 
lections, and finances. 


Knowledge, understanding and 
appreciation of the inter-relation- 
ship of the foregoing, the risks 
and risk-bearing connected there- 
with, the personnel and public re- 
lations problems inherent therein, 
and the information and reports 
required for proper administra- 
tion, management, and operation 
thereof. 


From the Viewpoint of Structure 


(Levels of management) : 


l. 
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Knowledge, understanding, tech- 
niques and skilis basic to the 
ability to determine broad govern- 
ing policies. (Administration. ) 
Knowledge, understanding, tech- 
niques and skills basic to the 
ability to determine operating 
policies and control operations. 
( Management. ) 


3. 


PL: 


CEL. 


Knowledge, understanding, tech- 
niques and skills basic to the 
ability to carry out operating 
policies. (Operation. ) 


EXTERNAL BUSINESS 
RELATIONSHIPS: 


The student must be adequately 
trained to know and understand 
the external relationships of a 
business organization. 


Knowledge and understanding of 
the growth, development, and 
evolution of American economic 
life and institutions. 

Knowledge and recognition of 
the influence and importance of 
factors of geographic environ- 
ment, both domestic and foreign. 
Appreciation of the effect of busi- 
ness law and customs, upon the 
validity of transactions, together 
with relevant financial implica- 
tions. 

Knowledge and understanding of 
the political, financing, purchas- 
ing, marketing and other factors 
peculiar to foreign trade. 


METHODS OF MEASURING, 
INTERPRETING AND CON- 
TROLLING BUSINESS AC- 
TIVILY: 
The student must be adequately 
trained to know and understand 
the basic methods of measuring, 
interpreting and controlling all 
business activities. 
Knowledge and understanding of 
the basic principles, methods and 
tecliniques involved in collecting, 
compiling, tabulating, treating, 
presenting and interpreting sta- 
tistical data. 
Knowledge and understanding of 
the basic principles, methods and 
techniques involved in the prepa- 
ration of financial reports and 
statements, their analysis and in- 
terpretation, and the measure- 
ment of accomplishment reported 
as disclosed by their comparison 
with budgeted forecasts and pre- 
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determined standards of per- 


formance. 


3: SPECIFIC AIMS OF THE 


SPECIALIZED TRAINING 
FOR PUBLIC ACCOUNT- 
ANCY 


the employing accountant of 


today expects men to have a technical 
background, a sound training in account- 
ing and related subjects. 


AMERICAN INSTITUTE OF ACCOUNTANTS 


I. ACCOUNTING THEORY AND 
PRACTICE: 


to 


The student must be adequately 
trained to know, understand and 
apply the principles of account- 
ing theory and practice. 
Knowledge and understanding of 
the principles of account keeping. 
Ability to apply these principles 
to the recording of business trans- 
actions at all levels of complexity 
for all forms of business organi- 
zation, and to the reporting of the 
results. 
Recognition of the need for con- 
sistency in the application of these 
principles to all events occurring 
within a reporting period, as well 
as to those of successive periods. 


II. CONSTRUCTIVE ACCOUNTING: 


The student must be adequately 
trained to kyow, understand and 
apply the principles involved in 
the design, construction, instal- 
lation and revision of an ac- 
counting system. 


Knowledge and appreciation of 
the function of the accounting 
system as a part of the entire 
process of accounting. 
Knowledge and understanding of 
the principles and procedures 
basic to the design, construction, 
installation and revision of an 
accounting system. 

Knowledge and understanding of 
the function and use of mechani- 
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TET. 


nN 


w 


6. 


N 


cal devices and methods in this 
connection. 

Skill and ability to apply this 
knowledge and understanding to 
specific situations. 

Appreciation of the importance 
of the accounting system as a 
basic element in the conduct of 
an audit. 


ANALYTICAL ACCOUNTING: 
The student must be adequately 
trained to know, understand 
and apply the principles and 
practices of financial statement 
analysis, cost accounting and 
budgeting. 

Appreciation of the value of and 
need for acceptable principles 
and techniques of accounting 
statement analysis. 
Knowledge of existing methods 
of financial statement analysis. 
Understanding of the extent of 
their statistical validity, as well 
as of any limitations upon their 
proper use. 
Skill in the reporting and inter- 
pretation of the results of such 
analysis, including the meaning 
of the data presented in the 
financial statements; the signifi- 
cance of the balances, proportions, 
trends and tendencies disclosed 
therein; the nature and extent 
of any departures from prede- 
termined forecasts and standards; 
etc. 

Recognition of the importance 
of cost accounting and budgeting 
in relation to and as a means of 
furthering and extending ac- 

counting analysis and control. 

Knowledge and understanding of 
the principles and procedures 
basic to the methodology of cost 

accounting and budgeting. 

Ability to apply them to all func- 
tions (production, distribution, 
financing and administration) of 
all forms of business organiza- 
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tion (manufacturing continuously 
or to order, trading, etc.). 
Knowledge and understanding of 
the use of cost accounting and 
budgeting procedures as a means 
of standardization and control. 
Skill in the reporting and inter- 
pretation of the cost and bud- 
getary data. 


AUDITING: 


The student must be adequately 
trained to know, understand and 
apply the principles, practices 
and standards involved in audit- 
ing and reporting. 

Recognition of the need for and 
the use of the results of the 
auditing process as an element 
of business operation, manage- 
ment and administration. 
Understanding of the purposes, 
advantages and limitations of 
the various types of audit. 
Knowledge and appreciation of 
the various professional and 
ethical responsibilities and legal 
liabilities which accompany 
and/or grow out of the work 
of the auditor. 

Knowledge and recognition of 
the nature and _ statistical va- 
lidity of the testing (sampling 
methodology in general, and in 
the conduct of an audit, in 
particular. 

Understanding of the effect of 
the existing system of internal 
check and control upon the cor- 
rectness and integrity of the 
accounts maintained thereunder. 
Knowledge and understanding 
of, and skill in the application, 
performance and use of the ac- 
cepted auditing processes, tech- 
niques and standards, leading 
to the development of all types 
of auditing evidence. 
Understanding of the nature 
and probative value of all types 
of auditing evidence, whether 
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9, 


10. 


ai. 


12. 


13. 


14. 


derived from external or in- 
ternal sources. 


Knowledge of and skill in the 
methods of determining the 
degree of credibility to be ac- 
corded such auditing evidence. 


Knowledge of the standards of 
business law, procedures and 
conduct against which auditing 
evidence must be tested to de- 
termine the validity of transac- 
tions, together with any relevant 
financial implications. 

Skill in the techniques of re- 
cording, classifying, collating 
and filing auditing evidence in 
the working paper file. 
Recognition of the need for and 
skill in the development of the 
means of planning, controlling 
and reviewing an audit engage- 
ment. 

Appreciation of the importance 
of the qualities of integrity and 
independence in connection with 
the presentation of the auditor’s 
findings. 

Skill in reporting upon the re- 
sults of an audit engagement, 
whether orally or in writing. 
Understanding of the organiza- 
tional structure and functioning 
of the office of the independent 
public accountant. 


Note: A complete and thorough 
knowledge of the principles and prac- 


tices 


of accounting, as hereinabove 


discussed, is presupposed before in- 
struction in auditing is begun. 


V. TAXATION: 


The student must be adequately 
trained to prepare required tax 
reports in accordance with ac- 
cepted accounting principles and 
governing legal precepts. 
Appreciation of the nature and 
importance of the function of 
taxation (federal, state and local) 
in our economy. 


November 





fr in 


n the 

the 
€ ac- 
lence, 
ds of 

and 
liting 
D de- 
nsac- 
evant 


f re- 
ating 
ce in 


- and 
f the 
lling 


yr - 
rage 


ance 

and 
with 
tor’s 


 £e- 
lent, 


11za- 
ning 
dent 


ugh 
rac- 
ove 


tely 
tax 
ac- 


and 


and 
of 
al) 


ber 





Professional Comment 


2. Knowledge and understanding 
of various tax laws, regulations, 
rulings, decisions and discussions, 
basic to the proper preparation 
of the various tax reports re- 
quired to be filed by clients with 
the various taxing authorities. 

3. Ability to recognize situations 
that may involve or be com- 
plicated by the present tax 
problems. 

4. Knowledge, skill and ability in- 
volved in the preparation of the 
various tax returns and the de- 
termination of the tax liability 
shown to be due thereon. 

5. Skill in the preparation and filing 
of all working papers necessary 
to support each such tax return. 

6. Knowledge, skill and ability in- 
volved in sustaining the correct- 
ness of a tax report upon a 
subsequent review thereof. 


VI. SPECIALIZED FORMS OF 
ACCOUNTING: 
The student should be ade- 
quately trained in a few forms 
of specialized accounting. 


1. Knowledge and appreciation of 
the specific nature of the organi- 
zational structure and mode of 
operation of the particular form 
of business enterprise or entity 
involved. 

2. Knowledge of all laws and cus- 
toms which may exercise an in- 
fluence or regulating effect upon 
the business enterprise or entity. 

3. Knowledge and_ understanding 
of the specific accounting system, 
procedures, reports, etc., required 
by the administrative manage- 
ment of such business enterprise 
or entity. 


Note: It is my opinion that no 
attempt should be made to include 
instruction in more than a few forms 
of specialized accounting (of which 
Governmental Accounting, Fiduciary 
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Accounting, and Stock Brokerage Ac- 
counting are examples) in the program 
of study of any particular student. Any 
such offering should be scheduled as 
a terminal course. 


VII. UNDERGRADUATE 

ACCOUNTING INTERNSHIP: 

The student should, if possible 

and feasible, receive some super- 

vised contact with actual public 
accounting practice. 


1. Organization of the knowledge, 
understanding, attitudes and 
skills produced by actual contact 
with auditing work in real situa- 
tions. 

2. Knowledge and appreciation of 
the problems, task, methods and 
techniques encountered and em- 
ployed by public accountants in 
active practice. 

3. Knowledge of the organizational 
structure and functioning of the 
public accountant’s office. 

4. Enlarged understanding and ap- 
preciation of the theoretical as- 
pects of the student’s studies 
necessarily arising from the fore- 


going. 


Nore: It is to be observed at the 
outset that this form of educational 
experience needs the most careful plan- 
ning and the closest supervision, lest 
it develop into a sheer waste of time 
for all concerned. The advance plan- 
ning should carefully delimit the pre- 
cise area and level of the field of 
experience which it is desirable for the 
student to explore during his intern- 
ship, as well as specify the time alloca- 
tions involved therein. The supervision 
should be carried out by an instructor 
possessing a sufficiently balanced back- 
ground of theory and practice to enable 
him to guide, evaluate and improve the 
results in any individual case. The 
entire program must, of course, be 
carefully integrated with the other in- 
structional work. 

Although the curriculum is a very 
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important element in the educational and stimulating to pace the bright stu- 
process, it is by no means the only one. dent, as well as patient and under- 
Proper planning for higher education standing enough to encourage the 
in public accountancy involves con- stragglers. That is not an easy order 
sideration of at least three other factors to fill these days, particularly in the 
which I shall touch on but very briefly light of the attractive offers which such 
herein. They are: the selection of stu- men are known to receive from other 


dents, the qualifications of the profes- sources. | 
sional faculty, and the materials of Stly, I cannot resist the tempta- 


instruction and teaching methods. tion to express just a few thoughts 
Because of the relatively greater upon a phase of the subject which, 
success achieved by independent prac- strangely enough, is rarely commented 
titioners of public accounting during upon in this connection. I refer to the 
recent years!® and more particularly materials of instruction and methods 
during the war period, and further, of teaching. I venture to say while 
because of the exceptional “transfer- most accounting texts at the college 
ability” inherent in competence and level are sound enough from the view- 
achievement in this field, an abnormally point of accuracy of content and ade- 
large rise in enrollment for accountancy quacy of coverage, many of them would 
study has developed. It is sincerely to not meet the rigid standards of peda- 
be hoped that the studies on student gogical excellence prescribed for text- 
selection presently in progress under books at the lower educational levels. 
the aegis of the American Institute of Too often, indeed, is the subject 
Accountants, will help to solve this “thrown at” a college student-reader 
problem by eliminating unqualified stu- for him to puzzle out the connective 
dents from this course of study as tissue of unstated reasoning! Too 
early in their careers as is consistent rarely does one find the planned use 
with accurate forecasting. of teaching methods and devices at the 
It is my opinion that the successful college level.!”7 For example, we have 
college teacher of accounting must be lagged woefully in ~~ use of modern 
more than a competent professional audio-visual methods \and aids as a 
specialist constantly in contact with means of presenting to the student the 
the theory and practice in his field. He nearest thing to actual experience with 
must have common cultural bonds with _Tegbities. 
other educated persons. He must also The college teachers of accounting 
possess the rare ability to teach, and | are on a threshold of an era that offers 
thus facilitate the student’s absorption ' them the greatest challenge since the 
of information, knowledge, principles beginnings of our profession. Let us 
and relationships as well as his acqui- hope that our thinking, our planning 
sition of skills, attitudes, interests and and our actions are all equal to the 


ideals. He must be sufficiently alert opportunity that now confronts us! 
—— ad 





16 “Income From Independent Professional Practice”, by Milton Friedman and Simon 
Kuznets, New York: National Bureau of Economic Rese arch, 1945. See review in The New 
York Certified Public Accountant, April, 1946, page 205. 


17 T wonder how many college teachers of accounting are familiar with such a book as 
“College Teaching (Its Rationale)” by Theodore H. Eaton. New Pg sk John Wiley & Sons, 
Inc., 1932. Or, “The Training of College Teachers” —William S. Gray, Editor. Vol. IT of 
The Proceedings of The Institute For Administrative Officers of Higher Education. The 
University of Chicago Press. Chicago, 1930. 
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CORRESPONDENCE J 








To the Editor of the New York 
Certified Public Accountant: 


I noted with interest Mr. Seidman’s 
letter in the August, 1946, issue in the 
“Correspondence” section. In criticiz- 
ing Mr. Stephen Chan’s article ‘The 
Supervision and Review of Accounting 
Engagements”, Mr. Seidman says in 
item 6 that “sufficiency or insufficiency 
of coverage (insurance) is not a func- 


+; 
10 


ithin the accountant’s province 


] 
unless he also holds himself out as an 


n 
i 
insurance expert.” The rest of the 
paragraph is further embellishment on 
the same theme. 


I question the propriety of this con- 
clusion, especially in view of the ever- 
increasing responsibilities of the ac- 
countant to the client and to outside 
interests. I have always considered a 
review of insurance coverage an impor- 
tant auditing step not only from the 
point of view of advising the client of 
insufficiency but also in commenting 
on this point in financial reports. 

If Iam wrong I wish someone would 


confirm it. 
shall be pleased to divest myself of an 


Being lazy by nature, I 
alleged responsibility. 


Very truly yours, 


BENJAMIN M. SIEGEL 


August 28, 1946 
New York, N. Y. 
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To the Editor of the New York 
Certified Public Accountant: 


I fell behind in reading the New 
York Certified Public Accountant while 
I was in service, and so have just read 
the July, 1946, issue. I was interested 
in Mr. 


Lieberman’s 


Gruneberg’s “reply” to Mr. 
article on “Two Tax 
Systems”’. 

Mr. Gruneberg notes that English 
barristers are never required to report 
on the accrual basis for tax purposes. 
The reason is, strangely enough, that 


they have nothing to accrue. 


Stemming from ancient times is the 
g 





rule that barristers have no right to 
f 
fe 


bill their clients for fees but are strictly 
dependent on “gifts” from the latter 
based, presumably, on the friendly feel- 
ing resulting from seeing a good job 
well done. The “hood” on their gowns 
is reported to be designed as a re- 
ceptacle for such “gifts” and to be 
placed on his back so that the barrister 
may not even know to whom he owes 
his thanks for the “gift”. 


It is apparent, then, that a barrister 
has no income to accrue and must 
needs report his receipts on a cash 
basis. 


Very truly yours, 


Ratpy G. LEDLEY 


September 4, 1946 
New York, N. Y. 


en 
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Commercial Law Questions, 


Edited by Wallace D. Cathcart. San 
Francisco, Calif., Pacrtot1 Press, 
1946. 74 pages. $2.00. 


This is the first text offered by 
Pacioli Press, which plans a series to 
be devoted to professional accountancy 
and education therein. It is designed 
as an aid to candidates who are engaged 
in reviewing the subject of Commercial 
Law, with particular emphasis upon the 
C.P.A, examination in that subject. 

The introduction to this work con- 
tains the author’s suggestions for re- 
view as well as his recommendations as 
to the best methods to be pursued by 
candidates in preparing answers to the 
examination in Commercial Law. 
There is also included the Suggestions 
to Candidates for Commercial Law Ex- 
aminations, prepared by the Board of 
Examiners of the American Institute 
of Accountants. Both sets of sugges- 
tions will be an invaluable aid to candi- 
dates in this field. 

The questions are developed in fif- 
teen groupings and the plan is to state 
at the beginning of each section a bibli- 
ography of standard commercial law 
text materials, to be utilized by the 
candidate in reviewing the subject mat- 
ter of the section. 

Following this bibliography there is 
reproduced a series of questions from 
the standard C.P.A. examinations of 
the American Institute of Accountants 
(225, in all), designed to test the ade- 
quacy of the prescribed review. 

The materials contained in this 
volume have been used for the past 
fifteen years in the Graduate School 
of Accountaney of Golden Gate Col- 
lege in San Francisco, and the editor 
indicates that during that period practi- 
cally all of the candidates who have 
used these materials have passed the 
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Certified Public Accountant examina- 
tion in Commercial Law. 


ES, 
Auditing Questions from the 
Professional Examinations, 


With Comments On Selected Cases 

and Subjects, by Myron M. Strain. 

San Francisco, Calif., Pactowr 

Press, 1946. 159 pages. $3.00. 

This is another-text in the series by 
Pacioli Press. It was originally pre- 
pared as an aid to the review of Audit- 
ing by C.P.A. examination candidates 
and the included materials were em- 
ployed for the purpose for the last fif- 
teen years in the Graduate School of 
Accountancy of Golden Gate College in 
San Francisco, where the author is the 
Dean. 

Twelve fields of activity under the 
general heading of Auditing have been 
developed in this book. There is, first, 
a commentary by the author which in- 
cludes an elaborate description with the 
respect to the development of contem- 
porary auditing standards, concepts, 
terminology and report practice, as well 
as an analysis of the relevant methods 
of verification and numerous discus- 
sions of controversial or obscure points, 
together with bibliographical notes. 

Specimen programs for the verifica- 
tion of eight separate balance sheet and 
income items are included, together 
with specimen answers to examination 
questions. Both of these are intended 
to extend the scope of the comment sec- 
tion and to provide tangible suggestions 
to candidates as to the form of answers 
to examination questions. 

Additional questions without com- 
ments have been appended to each sec- 
tion for the purpose of providing the 
basis for classroom discussion and to 
afford the candidate new material upon 
which to test the adequacy of his review. 


E. 2S: 
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Book Reviews 


Arbitration of Labor Disputes, 


by Clarence M. Updegraff and Whit- 
ley P. McCoy. ComMERCE CLEARING 
House, Inc., New York, 1946. 291 
pages. $3.75. 

In this book the authors—to use 
their own words—‘“‘have, with some 
misgivings, undertaken the rather 
ambitious task of attempting ... to 
accomplish two objectives: (1) an 
exposition of the law of arbitration, 
as applied particularly to labor dis- 
putes, with citations to the authori- 
ties, to serve as useful reference 
work for lawyers; and (2) a practi- 
cal and not-too-technical guide for 
the layman who may be called upon 
to conduct an arbitration without 
benefit of legal counsel.” Within 
these self-imposed limits, they have 
written a useful book. The attitude 
of the courts on such matters as the 
selection of arbitrators, the agree- 
ment to arbitrate and the submis- 
sion, procedure, the form and 
validity of awards and enforcement 
of contracts to arbitrate, for exam- 
ple, is discussed. The chapter on 
procedure also contains some useful 
hints on how to conduct a hearing 
which should be helpful to the un- 
initiated, 


The authors would undoubtedly 
be the first to point out that more 
than an understanding of labor law 
or of correct procedure is necessary 
if arbitration, as a means of settling 
labor disputes, is to succeed. Knowl- 
edge of these things is essential but 
is no guarantee that a person will 
make a good arbitrator any more 
than familiarity with a book of rules 
on football insures a winning team. 
In the last analysis, it is the nature 
of the decision rendered, within the 
tules of the game, which determines 
whether arbitration will be a posi- 
tive force in any machinery for re- 
solving industrial disputes. In a 
short chapter of less than nine full 
pages the authors review certain 
commonly recurring types of cases 
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arbitrated “with some occasional in- 
dication of the considerations which 
frequently guide arbitrators in their 
disposition.” It is to be hoped that 
someone will attempt to set forth a 
comprehensive discussion of the con- 
siderations which influence arbitra- 
tors in making decisions, a subject 
admittedly not within the scope of 
the present book. 


It is only natural for the authors, 
who are both professors of law, one 
at the State University of Iowa and 
the other at the University of Ala- 
bama, to be favorably inclined to 
the legal profession. Insofar as the 
presentation of cases is concerned, 
they state, “The safest rule would 
be to retain a lawyer in all cases, 
primarily to give advice as to 
whether the case be handled by a 
lawyer, and secondarily to present 
the case to the arbitrator if he thinks 
it advisable.” With regard to the 
arbitrator, they again lean heavily 
on lawyers or men with considerable 
legal training, conceding however, 
that there have been a few notable 
exceptions of successful arbitrators 
“who have had no legal experience 
beyond that gained in holding arbi- 
tration proceedings where the par- 
ties are represented by attorneys.” 
The reviewer ventures the sugges- 
tion that perhaps it is men of the 
type included in the exceptions, pre- 
sumably such famous arbitrators as 
George W. Taylor and William 
Leiserson, who are most urgently 
needed for the important role of ar- 
bitrators. To view the field of arbi- 
tration as primarily within the 
province of the legal profession— 
with the door left open slightly for 
the admission of a few who cannot 
practice before the bar, is to confuse 
the form for the substance of 
arbitration. 


Tuomas L. Norton 
The School of Business and 
Civic Administration 


The City College of New York. 
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Allocation of Income in State caren 
tion, 
Frank 
EARING 


New 


Altman and 
Keesling, COMMERCE CI 
House, Inc., Chicago and 
York, 1946. 263 pages, $4.00. 


by George T. 
\I 


income from 
vities extending into 
confronted 


Taxpayers de riving 
property or acti 
more than one state are 


with a problem of determining the in- 
come allocable to any state Yr income 
tax purposes. The proviem does not 


arise where an individual taxpayer is 
a resident of a state which ta: 
dents on their income irrespective of 
however, in 


the case of non-residents and in the 


ceS resi- 
its source. It does aris 


a which con- 
fine their tax on income to income from 


states 


sources within the state. The problem 
also arise 1 the case of estates and 


nplicated effects in sit- 
uations where the decedent or grantor 
in one state, the ‘Aidt iclary 
iaries in 
bennuner is a 


in another, and the benef 
still a third. Where the 


corporation carrying on activities in 
more than one state, the problems of 
allocation can be particularly baffling. 


When it is considered that 29 states 
and the District of Columbia tax in- 
comes of individuals, estates, and trusts, 
and 32 states and the District impose a 
tax upon corporate income, each under 
a different law and each applying 
different rules of allocation, it becomes 
apparent that overlapping in allocation 
and conflicting jurisdictional claims 
will result. 


In this book the authors have care- 
fully explained the principles 
and methods used in de 


| ipplied 
] 
portion of income | 


termining what 
each state can and 
does tax, The different problems of 
allocation which have arisen and which 
are likely to arise are discussed fully 
= the policies and practices of the 

‘ious states relating thereto are thor- 
mans analyzed with comments on the 
appropriate court decisions. The au- 
thors vividly point out by many ex- 
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amples the possibilities of double and 
multiple taxation on the one hand, and 
complete or partial escape from taxa- 
tion on the other. 


The authors also analyze the prob- 
lems of deductions from 
arriving at the base income to be 
attributed to the taxing state. They 
discuss the problems relating to credits 
allowed for taxes paid other states, and 
explain the theory and practice of com- 
puting interdependent taxes, with de- 
tailed illustrations. The discussion of 
the different problems in allocation, 
which is interestingly presented, is in- 
dicated by the following chapter head- 
Nature and Importance of <Allo- 
cation, ( ‘onstitutional Limitations, Alio- 
\ccording to Domi 
-e, Specific Allocation According to 
Allocation of 
ncome, Theory of the Appor- 
tionme! Formula, and Allocation 
Formulae in Practice. 


is book will be found to be a 
valuable tool for those confronted with 
the problem of ese ahi aig the all 
tion ot income, either for a corporation 
or an individual, under any state in- 
come tax law. 


income in 


Ings : 





Source, Principles of 


ess 





In view of the slow progress that has 
been made in the effort to achieve uni- 
formity by the educational process, the 
ggestion of the authors of a plan to 
compel ‘uniformity of method and 
avoidance of overlapping” in allocating 
income through federal legislation is a 
dynamic one and it makes interesting 
reading. This thought it very appealing 
and any plan that would bring to an 
end the confusion and inequities re- 
sulting wg the present situation 1s, 
indeed, an attractive one. Tax officials 
and tax pein ro should thoroughly 
discuss this, and, who knows, maybe 
the thing will come to pass. 


Sl 


N. Harry SAck 


Broad Street, 


New York, N. Y. 
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Book Reviews 


Modern Practical Accounting, Ele- 
mentary and Advanced (2 vol- 
umes), 
by Earl A. Saliers. Chicago, AMER- 
ICAN TECHNICAL Society, 1946. 
Vol. I—365 pages; Vol. II—368 
pages. $3.50 each. 

In two volumes comprising forty 
chapters and aggregating approximately 
seven hundred pages of textual material, 
Professor Saliers has produced “Mod- 
ern Practical Accounting, Elementary 
and Advanced.” With no startling in- 
novations as to either approach or con- 
tent, Volume I is begun with the usual 
introductory chapter on the uses of 
accounting, followed by the routine ex- 
position of the balance sheet and profit 
and loss statement, the theory of debit 
and credit, the journal and _ ledger, 
mixed accounts and adjusting entries, 
working papers and closing entries, and 
the construction and interpretation of 
statements. Additional chapters deal 
with special journals and controlling 
accounts, business procedure and busi- 
ness papers, notes and drafts, corpo- 
rations, partnerships, the voucher sys- 
tem, manufacturing accounts, statement 
analysis, and the problems of manage- 
ment, 

The first two chapters of Volume II 
are concerned with sundry phases of 
partnership and corporation accounting. 
These are followed by chapters on 
financial statements, accruals and ad- 
justments, valuation, depreciation, re- 
serves and funds, corporations, capital 
stock, surplus, bonds, consolidations, 
analysis of comparative statements, 
application of funds, branches, state- 
ment of affairs, receiverships, consign- 
ments and installment sales, and applied 
mathematics. 

Limited to the aforementioned seven 
hundred pages, a detailed and complete 
analysis of both elementary and ad- 
vanced accounting is physically im- 
possible. Only by the exclusion of cer- 
tain topics and by the summary treat- 
ment of others has the text been able 
to overcome the physical handicaps 
with which it is burdened. As a re- 
sult, the edition might have more ap- 
propriately been entitled “An Introduc- 
tion to Modern Practical Accounting.” 
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By far, the best chapters are those de- 
voted to background material on the 
uses of accounting, business procedure 
and business papers, partnership law 
and organization, and the modern cor- 
porate enterprise. 

In a number of instances, valuable 
space has been dissipated by unneces- 
sary repetition. For example, accrual 
and deferral adjusting entries are illus- 
trated in substantially the same form no 
less than three times—, in Chapter 6 
of Volume I and in Chapters 1 and 4 of 
VolumelII. Routine corporate stock 
entries are found in Chapter 13 of Vol- 
ume I, in Chapter 2 of Volume II, and 
for the third time in Chapter 9 of Vol- 
ume II. A more economical utilization 
of available space in connection with 
these and other topics would have al- 
lowed for the inclusion of additional 
subjects or a more extended analysis of 
those covered. 

As an introduction to general ac- 
counting, Professor Saliers’ work has 
undoubted merit. It is of especial in- 
terest to those desiring an insight into 
the vast field of accounting and a 
broad view of the myriad problems 
therein. The serious student of the sub- 
ject, however, must look elsewhere for 
a more complete and a more extended 
exposition of both the elementary and 
advanced phases. Furthermore, the 
text is definitely limited in its applica- 
tion to classroom purposes by the com- 
plete absence of question and problem 
material, so vital in both the individual 
and group learning processes. 

It is hoped that the author’s optim- 
ism as reflected in the preface to the 
text is not misplaced when he writes 
that “rapid progress has been made 
during the last fifty years in establish- 
ing accounting on a professional basis. 
This book so reflects these develop- 
ments that the student will readily un- 
derstand them and be able to advance 
rapidly toward success in business.” 
The undersigned fervently bids God- 
speed to them all. 


IrvING J. CHAYKIN 


The School of Business and Civic 
Administration, 


The City College of New York. 
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Sometimes you can break a good rule! 


It’s usually a wise rule not to plan a Millions of Americans have found them the 


chicken dinner before the eggs are hatched. safest, surest way to save money .. . and they'@ 
proved that buying Bonds on the Payroll Sa* 


ings Plan is the easiest way to pile up dollats 

that anyone ever thought of. e 
So keep on buying Savings Bonds at 

banks, post offices, or on the Payroll Plan. 


But not always! 

If the “chicken dinner” represents your fu- 
ture, and the “eggs” are financial nest eggs— 
go ahead and plan! 

Especially if your nest eggs are the War 
Bonds you have bought—and the Savings Bonds Then you can count your chickens befon 
you are buying. For your government guaran- they're hatched . . . plan exactly the kind @ 
tees that these will hatch out in just 10 years. future you want, and get it! 


SAVE THE EASY WAY...BUY YOUR BONDS THROUGH PAYROLL SAVINGS: 





Contributed by this magazine in co-operation 
with the Magazine Publishers of America as a public service. 

















